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PRESIDENT CLINTON’S FISCAL YEAR 1995
BUDGET PROPOSAL

WEDNESDAY, FEBRUARY 23, 1994

HoUSE OF REPRESENTATIVES,
COMMITTEE ON THE BUDGET,
Washington, DC.

The comnmittee met, pursuant to call, at 10:30 a.m., Room 210,
Canr_:;).n House Office Building, Hon. Martin Olav Sabo, Chairman,
presiding.

Members present: Representatives Sabo, Berman, Bryant, Sten-
holm, Frank, Kennelly, ollohan, Price, Orton, Pomeroy, Browder,
Woolsey, Kasich, Shays, Snowe, Herger, Cox, Allard, Franks, Smith
of Michigan, and Inglis.

Chairman SaBo. Good morning. The House Committee on the

Budget is in session for another in our series of hearings on the.

President’s fiscal 1995 budget requests. This morning we welcome
William J. Perry, the Secretary of Defense.

We are pleased to have you with us, Mr. Secretary. You are new
to this job, but fortunately not to the Defense Department.

I note that you were in Italy Sunday night, wl}:ere you and other
NATOQ defense ministers were faced with the decision about bomb-
ing the Serbian positions above Sarajevo. You decided that the situ-
ation was sufficiently improved to make bombing unnecessary at
this time.

Mr. Secretary, your wide experience in the academic world and
in the business world of high technology, as well as your knowledge
of the Pentagon, should also be useful in this time of transition for
the defense establishment.

You come befare us with what is the first real post-cold war
budget, developed as a result of the Bottom-Up Review conducted
last year by Secretary Aspin. The budget calls for further reduc-
tions in defense spending. The President has asked us to hold the
line there and go no further. i

Despite the civil wars, hunger and uncertainties around us, the
breakup of the Soviet Union has brought a dramatic reduction in
the strategic dangers faced by this Nation and the world, Yet, the
budget requests for the defense function at nearly $264 billion is
still in real terms almost 90 percent of the average annual defense
funding maintained during the entire 40-year cold war period.

The funding request is said to be in line with the conclusion of
the Bottom-Up Review that the U.S. and its allies must be able to
fight and win two major regional conflicts occurring in the same
time frame. Some experts have suggested recently that your fund-
ing request relies too little on the allied help that could be expected
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in any justified conflict, and too much on U.S. mili power alone.
Others suggest there is not enough funding to fund two regional
conflicts at the same time.

I am curious to the degree that that basic assumption really
f‘lves us the type of forces we need for what is likely in the future.

am struck that we have s0 many young men and women today
that are being asked to go to hot spots around the world, and they
seem to be the same people. ile many seem never to be de-
ployed, others are going constantly. And so the nature of some
troops are that they are on call constantly.

You will alse find out this morning that some of our colleagues
are wondering why the Pentagon needs an additional $11 billion to
finance a pay raise when other departments of the government
have to absorb a pay raise.

Looking over your budget, I am impressed that the proposed
spending cuts come for the most part from the areas of personnel.
In the post-cold war era, we no longer need so many unifermed or
civilian personnel. At the same time, the funding for readiness is
actually increased, and funding for operations and maintenance is
maintained.

Mr. Secretary, I look forward to your testimony.

Chairman SaBo. Mr. Kasich.

Mr. KasicH. Thank you. ,

Mr. Chairman, I first want to say I was on the edge of my chair
last night because I was hoping Norway would win that cross coun-
try ski competition. They were just edged out at the end.

Chairman SABo. Sometimes justice 5oes not prevail.

Mr. KasicH. Exactly right.

1 want to say, Mr. Secretary, I don’t know whether you know
this, but I was one Republican for you for this job. I was a friend
of Les Aspin’s, and I know I won't ever get on a ledge with Les
Aspin in this town. I told him to get a dog, that is how he eould
get a real friend. When Les lost his job and they were mucking
around trying to figure out who to put in this job, I felt you were
the best person, and I think you wilf do an outstanding job. I want
you to know that you have my support in terms of trying to ensure
an efficient but gtrong national defense.

And I must tell you I have been at odds with my own party over
the issue of defense, because there have been things that I didn’t
think were necessary that we were doing. Chairman Dellums and
I fought to kill a major weapons system, and that was just the first
of many things that I did to try to have an efficient but strong na-
tional defense.

I fee] compelled at least to spend a second here with some charts
to show you what my concern is. I am interested in looking at the
numbers that Chairman Dellums had out there yesterday. What
concerns people is that national defense, as a percent of the GDP
is shrinking to very low levels.

And even though I keep hearing that this budget only represents
a small cut from where Bush wanted to be, we are talking about
base lines, and as you know, there is no baseline for defense spend-
ing. It is just like a pig in a poke, just pull any baseline you want
out of a bag, and that is the baseline where we will be.
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But what we find is a significant decline in the percentage of
GDP spent on national defense. I look at defense like I look at a
fire department. No one cares about the fire department until their
house catches fire. Then when you don’t have a ladder and your
house burns down, then you have a problem. That is why it is im-
portant that we not cut it too deeply.

The President said he wanted to cut it $60 billion during the
c?mpaign, and we are over $120 billion, which is twice the amount
of cuts.

In about 1999 we will be spending the same amount of money
on interest on the national debt as we will be spending for the na-
tional security needs of the world’s last remaining superpower.

Then 1 know you made an argument about the fact that readi-
ness spending is still staying high. What has been happening in
the Defense Department is something I have been concerned about.
There is a shift of funding from the core defense functions to
nondefense spending. Non-core defense spending includes the re-
training of folks, and if you take a look at the green, Department
of Energy environmental spending.

So while you may be able to make an argument that the readi-
ness accounts are up, the readiness accounts that have tradition-
ally gone to keep our forces ready are shrinking. More meney that
zpu are spending in the readiness accounts is not going to the sol-

iers.

The tragedy is that over time, we will have a wearing away of
the basic readiness of our military forces, and we will see it in the
field. And I take you back to the days of the helicopter rescue mis-
sion against Iran and the dismal state we found ourselves in as we
approached the 1980,

But this chart shows the numbers that we have to cut to get to
where you want to be is in 1995, $1.9 billion. I will tell you that
for the 1994 budget, I helped Chairman Dellums get the Repub-
lican votes to pass that budget. In fact, my own party was whip-
ping against it and I told them I thought Dellums had kept his
word and he should have our support in the first year.

Obviously, the kind of cuts we need to make in 1995 are doable
and perhaps we can even argue they are doable in 1996. But I
would say to you and to the Chairman, I don't know how you are
going to do this $28.5 billion, $37.1 billion, and $45.8 billion.

We hear a lot about the Bottom-Up Review, which I don’t think
anybody quite understands. I think it is time to put the cards on
the table in terms of what you are going to cut. What systems are
going to be cut? Are we going to have to make deeper cuts in per.
sonnel? And frankly if we don't get started on these out-year num-
bers, we are not going to be able to achieve them without even
more drastic measures. What you cut today doesn’t always get
spent out until tomorrow, as you know, Mr, Secretary.

But these numbers are absolutely devastating, and every mem-
ber of this committee should know, every Member of this Congress
should know those kind of cuts mean big impacts not only on na-
tional security but on their districts.

So these are my concerns, Mr. Secretary. I am glad you are in
the job to try to deal with it. I hope you will get us all together
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to say, We need to change a few priorities if we are going to have
a %Egbal commitment to peace in the world.
ank you, Mr. Chairman.
Chairman SABO. Before the Secretary begins, let me indicate my
understanding is that the Secretary has to leave about 12:30.
Secretary PERRY. That is correct.
Chairman SABO. Thank you, Mr. Secretary.

STATEMENT OF HON. WILLIAM J. PERRY, SECRETARY OF
DEFENSE

Secretary PERRY. During Mr. Kasich’s comments about the inter-
est in defense accelerating during times of crisis, I was reminded
of the famous Kipling poem, remembering that the British called
the soldier Tommy, it was “Tommy this and Tommy that and
Tommy gets the boot, but it’s Tommy come a-running when the
gunksj begin to shoot.” That captures very nicely the point you were
making.

I hope and expect that my presentation today will address the
very points which both the Chairman and Mr. Kasich made. In-
stead of presenting you, as is typical in these budget hearings, long
lists of statistics and charts about how the budget is divided, I in-
tend l'c;o describe to you the strategy with which the budget was put
together.

e budget is the most powerful tool which the Secretary of De-
fense has for implementing defense strategy. Through this budget
process, I set my priorities for the Department. And today I want
to talk about how this budget reflects that strategy, and I want to
share with you my priorities and lay out the rationale for my
choices, so you need not argue only about specific decisions, specific
programs, but you can also elevate the debate to the level of what
were the priorities and what were the choices and what was the
strategy that we're sufporting.

And to begin this, I would like to point out the five underlying
themes for putting the budget together. (Chart 1) First of all, going
back to the Chairman’s comment, this was put together to imple-
ment the bottom-up force structure. I will explain in more detail
what I mean by that,

Becond, it protects a ready-to-fight force, as it does put a strong
emphasis on readiness, and I will defend that position to you, tak-
ing into account the point Mr, Kasich made.

ird is a major redirection of our modernization program. I will
explain both the elements of the modernization we are preserving
as core and fundamental and the very dramatic decrease in the
rest of our modernization program. This budget forces us to do
business very differently.

The defense drawdown we are going through does not permit us
to maintain the same overhead structure, the same ways of doing
business as we did with a much larger force structure. And I will
explain what we are doing to address those points.

inally, as a result of the drawdown of the defense budget, there
are large chunks of defense dollars being reinvested in other parts
of the Federal budget or being used to reduce the deficit, and there
is a small part which is being reinvested within the defense budget.
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Let me get to the first point now, which is the force structure
that was determined by the Bottom-Up Review. (Chart 2) On this
chart, we have represented the cold war base force in 1990; it
shows 18 active Army divisions, 24 active fighter wings, 546 Navy
ships as benchmarks for the size of the force.

Then under the Bush Administration, Secretary Cheney began a
reduction to what he called the base force. It anticipated geo-
political changes and began to reduce the military force to accom-
modate that. And again, ts)ickjng out a few highlight numbers, the
number of active Army divisions went from 18 to 12. The ships
went from 546 to 430. And the active fighter wings went from 24
to about 15.

Now, the last column represents the force structure called for in
the Bottom-Up Review. We are moving from 18 to 12 all the way
down to 10 active divisions, and interspersed between those two is
what is reflected in the 1995 budget which we are submitting to
you today; that is, we still are at the level of 12, which is the base
force number of divisions. We still have two more divisions to cut
out in order to reach the Bottom-Up Review goals.

In terms of ships, the base force called for 430. The Bottom-Up
Review calls for 346. We are almost there in this plan, as we go
down to 373 ships.

In terms of active fighter wings, base force called for 15, the Bot-
tom-Up Review for 13. And we are there. Fiscal year 1995 will take
us to that level,

So this gives you some flavor of the extent of the drawdown in
force structure and the pace with which we are pursuing it.

(Chart 3) The next chart then reflects the force structure change
in personnel levels, man- and woman-power levels. We see here
three different areas: active military, selected reserves and civil-
ians. Let me pick out the active military. In fiscal year 1985 we
had 2.1 million. In fiscal year 1990, at the start of the base force
planning, barely down to 2.07 million, and then the Bottom-Up Re-
view calls for going down to 1.46 million. That is about a one-third
reduction in the personnel and military forces.

This fiscal year 1995 budget submitted to you gets us almost to
that final goal. It gets us down to 1.52. We will have another
60,000 to reduce in fiscal year 1996 to get all the way down.

Shifting over to civilians, it shows a drawdown of 1.1 million in
fiscal year 1985, to 804,000 in the Bottom-Up Review, and again
in fiscal year 1995 we will be almost there with 873,000.

Now, if you take those personnel changes and reflect them over
to budget dollars, that is what is reflected in the next chart. (Chart
4) I plotted this back to 1975, and projected forward to the end of
the buildup in fiscal year 1995. I have reflected these constant
1895 doliars so the effects of inflation are reduced and you can see
the real dollar effectiveness.

Notice that from 1975 to 1990, there was very little change in
the budget in the cost of civilian and military personnel.

All of the decrease is from 1990 to 1999, in the decade of the
1990’s; and if you look at the chart, you see we are going from a
level of about ¥125 billion manpower costs to about $90 billion, so
there is about a $30 to $35 billion real decrease in expenditures in
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perscnnel that has taken place over the decade of the 1990’s. Be-
tween 1975 and 1990 there was no decrease in cost for personnel.

Now, we are saving some money from that. What are we doing
with the money? A good bit of it is going into readiness. That is
to say, some of the money is decreasing the top line for the defense
budget, but some of it is going into readiness. We made & conscious
decision that we would rather have a highly ready small force than
a poorly ready large force.

So I showed you the reduction in the force structure before. Now,
let me comment on readiness. The force structure is down 7 per-
cent, O&M funding increases 5.6 percent.

I want to emphasize the point, however, that Mr. Kasich made.
You should not take all of that 5.6 percent as being readiness relat-
ed. This O&M account is a large grab bag that accommodates many
activities, and only some of tiose related to readiness. So this is
only a rough indicator. But it does reflect a Secretary of Defense
judgment and a Secretary of Defense choice, and that is, even
though the force structure is coming down 7 percent, the O&M ac-
count will be going up. So it is not just a matter of looking at the
5.6 percent increase, it is comparing it to the decrease in force
structure.

This directly relates to the point Mr. Kasich made. Each of the
services put in a portion of the O&M budget for operations. This
budget fully funds activities in that category.

The third bullet directs a subaccount of O&M directly related to
readiness, and that is the depot maintenance funding. They are in-
creasing that 20 percent. This is the funding which has most to do
with the operational readiness of our equipment in the field.

And finally, we maintain a stead{ budget level for recruiting be-
cause even though the personnel levels are coming down in the
military services, we are still bringing new young men and women
into the services at the beginning ranks.

Now, let's look at readiness a different way. (Chart 6) I will start
off this chart with a very large caveat. There is no single number
which captures readiness. Certainly the O&M account goes not do
that. But to give you at least a flavor for a macro view of the deci-
sions we were making and how they are reflected, I have taken the
total operating’ resources in the budget and divided that by the
number of combat battalions, by the number of ships and by the
number of aircraft to get a flavor of whether the number of ships,
aircraft and battalions go down, whether the operating resources go
down toc, which is what you would ordinarily expect to haﬁpen.

Instead, you see here from fiscal years 1993 to 1995 that there
is a 14 percent increase in the operating resources for each of our
combat battalions, 11 percent for each of our ships in the Navy,
and 12 percent for each of our aircraft. This reflects an increased
emphasis on trying to pour in resources to support the fewer num-
ber of ships and aircraft and combat battalions that we have.

(Chart 7) There is another way of representing that number,

ain, a very crude rule of thumb, but it gives you an indication.
If we simply take all the military end strength, which I showed you
in the previous chart, and divided it in the total O&M account, the
Army shows a 10 percent real increase over the 2-year period, the
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Navy a 9 percent real increase, and the Air Force a 17 percent real
increase.

Now, these numbers reflect more than anything the services’ pri-
ority on readiness, and they also reflect the Secretary of Defense’s
priority. This year, for the first time in the budget guidance sub-
mitted to each of the services, in the first page of the budget guid-
ance, the Secretary of Defense, in this case Secretary Aspin, was
saying to the services, “You will make readiness your first priority
in your budget determination, and any other guidance I give you
in this document may be traded off against readiness.” That was
as direct and categorical a statement as he could possibly make in
giving direction to the services.

(Chart 8) Let me go from there to the effect of the modernization
rogram. These five bullets represent Mr. Deutch’s—our Under
ecretarj\fl for Acquisition and Technology—priorities for putting to-

gether the budget. Whatever happened, he wanted to sustain a
strong science and technology base, because once that is eroded, it
takes decades to try and build it up again.

Second, he is continuing investment in a very select group of
next generation weapon systems, much smaller than we have ever

- done in the past. I will show you that in a moment. But it includes,
for example, the C-17 and the F-22. It completely refocuses the
ballistic missile defense program, taking away the emphasis on
space-based systems, taking away the emphasis on continental de-
fense of the United States, and moving instead towards a develop-
ment and production of a theater missile defense system.

It does sustain a strong intelligence program, because in this un-
certain world we live in today, more than ever we need to sustain
a strong intelligence infrastructure.

And finally, it takes some specific actions to preserve key ele-
ments of the industrial base that would otherwise disappear.

Let me just give you one example of that, a very controversial ex-
ample, I might say. From force structure considerations, we have
concluded we could get by with taking the attack submarine fleet
from almost 90 submarines to a number just over 45. In other
words, we are cutting the attack submarine fleet in about half.

Given that judgment, we could have taken a pause, perhaps a 7-
or 8-year pause in.the building of new submarines, and then re-
sumed that again in the next century. We elected not to do that
because the building of nuclear submarines is such a unique capa-
bility that we were fearful we would forget how to do it; we would
lose the fundamental technological and process understandings
that were necessary for building them.

So instead we elected to keep a very slow building pace going,
and we are building one more Seawolf submarine, and that is re-
flected for that reason. It was done to keep the industrial base
alive, not as a favor to the community, but because we felt from
a defense point of view we needed to maintain that capability.

Now, the next chart gives you the bad news on the moderniza-
tion program. (Chart 9) This is the single most dramatic chart I
will be showing you today. This represents, again in constant 1995
dollars, the expenditures and procurement in R&D, in aggregation
called modernization, from fiscal year 1975 to the end of the IE' YDP,
fiscal year 1999,
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As you see in this, there is a very large increase in procurement
that began at the end of the 1970’s, and reached a peak in fiscal
year 1985, that has been dramatically declining since then, and in
this FYDP that we are talking about, continues to decline to a low
in about fiscal year 1996.

I will show you what that means in terms of buying airplanes
and ships in just a moment, but I wanted to give you the fiscal ef-
fect of it first.

I also wanted to point out two cther things. First of all, we are
maintaining the R&D budget at only slightly decreased levels from
the peak, and significantly more than what it was in the 1970’
And secondly, if you look carefully at the last 3 years on that chart,
you will see that there is an increase in procurement scheduled for
the last 3 years.

The reason for that is that we felt we could take very deep cuts
in procurement over the last few years and for the next few years,
because we have, as the force structure comes down, an excess in-
ventory. We have more submarines than we need, more airplanes,
more tanks than we need, so we are living off that excess during
that period.

By figcal year 1996, much of the equipment starts to become ob-
solescent and we have to start to replace them. So there is some
projected increase in procurement in the last 3 years of this FYDP.

This shows the effect of that decline in the modernization ac-
count. (Chart 10) I will pick out the key numbers from it just to
give you a flavor,

The left-hand side of that chart shows the number of ships bein
built, and to take the blue column, which is fiscal year 1985, an
the green column, which is the one at the end, fiscal year 1995, we
go from 29 ships to six ships. Next is aircraft, we are down 86 per-
cent. We are going from 943 aircraft to 127.

In tanks, we are going from 720 to zero. The fiscal year 1995
budget includes no resources for building new tanks. Incidentally,
we are maintaining the industrial base for tanks by taking the M-
1 tank and having it rebuilt in fiscal years 1995 and 1996. This is
not a totally satisfactory way of maintaining the industrial base,
but it is a way of keeping key core people involved in the tank pro-
duction facility.

And finally in strategic missiles, they are down dramatically
from 307 to 18. This affects buying ships, airplanes, tanks and mis-
siles, and all of you who have defense industries in your districts
understand what this effect means in terms of the business base
or the market base of those defense companies. This has a dev-
astating, and will continue to have a devastating, impact on the de-
fense industry, which is why we have to pay some attention to
maintaining the defense industrial base.

All of these changes require us to do business very differently in-
deed. (Chart 11) And the first issue on this is, we must dramati-
cally reform our acquisition ﬁrooes.rs. Even if one could argue that
the system we had during the 1970°s or 1980°s was adegquate for

the acquisition needs in those days, and I would not make that ar-
gument, it is clear it cannot do with the greatly reduced program
of acquisition we have today.




The key elements in our acquisition reform program are to open
defense buying to the entire industrial base, so we are not limited
to this very narrow section which is called the defense industry,
which is going to become more and more narrow as this budget
draws down.

In order to get access to the industrial base, we have to change
the processes we are using and eliminate the unique military speci-
fications we call for—not eliminate them altogether but greatly re-
duce them. And secondly, change the processes by which we buy
go we do not discourage commercial vendors by our buying proce-

ures.

Additionally, our financial management system, I am sorry to re-
port to you, is archaic and inadequate to the task of managing the
Department in a financial basis in any businesslike way. So we will
be undertaking a major reform in the financia] management sys-
tem.

There is some funding in the fiscal year 1995 budget for doing
both of those activities, because in the first year or 2 some invest-
ment is required in order to get the savings which we hope are dra-
matic in the out years.

The third bullet talks about the funding for base closures. This
budget, for fiscal year 1995, has funds in it for the base closures
that have already been made, and the ones we anticipate being
made in the BRAC 1995.

The point that I want to make on this bullet is while base clo-
sures will ultimately save us money, the first 3 years of a base clo-
sure is an expense and a drain on defense resources, not a savings.

And then finally, I want to emphasize—and this is a very specific
point that Mr. Kasich made—we are spending $5.7 billion for envi-
ronmental restoration in this budget. We have no real options on
that. This is what is required to comply with the law and regula-
tions.

We do have an option, though, of whether we continue the prac.
tices which led to this kind of a bill. So we are also investing
money in something called pollution prevention, so that 5 years or
10 years from now, we are not faced continuously with the problem
of cleaning up the messes we have made. That is an investment,
the first part of which is required, the second part of which is a
judgment, and we made the Jjudgment we should make an invest-
ment in that category.

{(Chart 12) A small part of this investment, a small part of this
budget, is going for what we call defense reinvestment; that is, tak-
ing some of the defense money and using it in ways that can be
of assistance to the overall community and the overall economy.
The largest and most significant of these is the so-called dual-use
technology, and the most important part of that program is the
Technology Reinvestment Project.

These are R&D programs where we invest significant funds to
develop defense technologies which are also highly applicable to
commercial products. We go into a cost sharing with the companies
involved, half of the money in general coming from defense and
half from the company itself, so that we can both benefit from
these investments.
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I believe this has been a very successful program and we intend
to continue and, indeed, extend it into the future. The other two
items, personnel] transition assistance and community assistance,
in which we are investing $1.2 billion, are investments we have to
make to mitigate the effects of drawing down on personnel so rap-
idly and in closing bases.

It is assisting personnel in retraining and finding new jobs; and
it is assisting the communities by mitigating the effects of a large
economic base being taken out of their communities.

I am making a final strategic point here, and then 1 will show
‘you a few mare numbers. (Chart 13) The strategic point I want to
make, which is responsive to the Chairman’s introductory remarks,
is that this budget is more than a set of numbers. It is a strategic
investment plan. This plan is based on the Bottom-Up Review: and
therefore, it provides the basis for a common understanding of
what our strategic needs are.

Finally, it connects that strategy outlined in the Bottom-Up Re-
view with dollars and resources. And you can look at this problem
from either end. You can either look at the dollars and say, “These
are more dollars than I want to spend, I want to change them” so
then you have to go back and change your strategy accordingly; or,
you can ge back and change your strategy and then we would have
a basis for coming up with a new budget—a new need for re-
sources.

I hope by this connection to elevate the debate on this whole sub-
Ject of how defense spending will go.

(Chart 14) This chart represents the 1995 Federal outlays. This
is the President’s budget, and breaks it out into these categories.
Entitlements, you have seen these charts many times before, but
all I want to do is make a single point from this. If you take out
entitlements and debt interest, what is left to work with turns out
to be $251 billion in domestic programs, $271 billion in the defense
program, and $21 billion internationally.

In the fiscal year 1995 budget, defense has 18 percent of the total
Federal budget; and as I will show you in a few minutes, that gets
down to about 13 percent of the Federal budget in fiscal year 1999.

(Chart 15)The nezt chart takes those defense outlays, and this
is the same chart Mr. Kasich showed but for slightly a longer pe-
riod, and shows the whole panoramic view from the Korean war to
the end of the century. As you look at this large view, you get some
very interesting perspectives. These, of course, are in real dollars
that I am presenting to you. It shows an economical downward
trend. If you try to draw a smoothing line through there, it would,
of course, be downward. It shows three peaks; one is a very large
peak during the Korean War when we were spending almost 12
percent of the gross domestic product on defense.

Another large peak was during the Vietnam War, 9 percent of
the GDP on defense, then the peak during the Reagan defense
buildup when we were spending 6 percent. The FYDP which we
have presented to you today calls for that number to go down to
2.8 percent of the gross domestic product in 1999, and in fiscal year
1995, the specific budget you wﬂFbe considering, it is down to 3.4
percent. .

ey
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Now, this simply makes the point that Mr. Kasich made only in
Asia a more panoramic view.

(Chart 16) The next chart, instead of a GDP, shows it as a per-
centage of Federal outlays—simply a different way of locking at it.
You see the same three peaks. Those three peaks are: the Korean
War, 57 percent of the Federal outlays, the Vietnam War, 43 per-
cent of outlays, and the cold war peak spending, 27 percent of the
outlays. The percentage of Federal outlays is projected to go down
to 13 percent by the end of fiscal year 1999, and as I have already
told you, just under 18 percent in fiscal year 1995.

{Chart 17) This is another way of looking at the budget changes.
This is looking at the cumulative real changes in the decade of the
1990’s. And if we look at the mandatory spending increases, we see
a 38 percent increase. If we look at domestic discretionary spend-
ing, it increases 12 percent. And if we look at the defense outlays,
they decrease 35 percent. This does not include some of the defense
drawdown that occurred between 1986 and 1990. This is just in the
decade of the 1990’s.

Mr. KasiCH. Don't show that to Murtha.

Secretary PERRY. This answers the question, I think, about
where is the money for thedeficit reduction is coming from. To the
extent it is coming, that is where it is coming from.

Now, this finally is the typical budget presentation position.
(Chart 18) I thought I owed you actually putting the numbers up
here. This represents fiscal year 1994 through the FYDP, 1995
through 1999. It outlines the doliars now, in current dollars. Every-
thing 1 have shown you up until now is corrected for inflation.
These are current dollars. And you see the numbers. It looks like,
in round figures, that we are holding about constant in defense in
current dollars.

We represent the real changes in the last line if you would indi-
cate that there in 1994, there was a 9 percent real decrease. In
1995, much smaller, 1 percent real decrease. We are projecting a
6 percent and 4 percent real decrease in 1996 and 1997. Then I
have already told you we expect procurement spending to go up at
the end of the decade, so you see now we are about holding flat on
the budget. We are not projecting decreases during that period.

Mr. Chairman, Mr. Kasich, that summarizes my presentation to
you. It attempts to explain the underlying strategy, the choices
which we had to make, and how we made those choices. I would
summarize a few very major points,

First of all, the top line in the budget, over the FYDP we are pre-
senting, is essentially constant in real dollars. Essentially constant
in current dollars, it shows about a 12 percent decrease in real dol-
lars, taking it to a total decline of about 40 percent from the peak
in 1986 to the end of the FYDP period.

Second, the choices that we have made, within that top line, are
to bring force structure and modernization down so that we could
support readiness and sc that we could support the decline that

ou see.
Y The one element which we have hung onto is the readiness fund-
ing. It is the only one that has not gone down. And we have done
that for reasons which I have already duscribed.
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I cannot tell you at this point that that allocation to the O&M
account will be sufficient to maintain the high levels of readiness
we now have, because it is a ve complex issue, and we cannot
break out every detail of the O&M account as to what its effect on
readiness will be, but it is a serious effort to out the strategy
of reduced force structure but maintaining a highly ready force.

Thank you, Mr. Chairman. I am %ef:ared to take your questions.

[The prepared statement of Hon. William J. Perry follows:]

PREPARED STATEMENT OF HON. WILLIAM J. PERRY, SECRETARY OF DEFENSE

Mr. Chairman, members of the committee, it is a pleasure for me to be here today
to present President Clinton's fiscal year (FY) 1095 defense budget.

Bu.nng m&noonﬁrmnﬁon hearing, 1 laid out six respensibilities for the
of Defense. One of the responsibilities is to prepare the annual defense budget that
allocates resources and makes program decisions.

The budget is a powerful tool h which the Secretary implements defense
strategy. Through the budget process, 1 as Secretary set my priorities for the De-
partment. Today I want to talk about how this budget reflects the strategy we have
adopted to build a post-Cold War Department of Defense (DoD). I want to share
with you my priorities and lay out the rationale for my choices. For the budget is
about choices. We could pretend that every decision was based on pure logic, but
we know that is not so. Nor is there enough money to cover every option, to heddge
;va:ery bet. 1 expect discussion, perhaps even challenges. It is time to open the de-

Today I am presenting a post-Cold War budget. It reflects the realities of our in-
herited force structure. We have a quality force, but the size of the force structure
is both & bleasing and a burden. We have large stocks of top-quality equipment,
which in FY 1995 continue to pmvidie?tions regarding future modernization. We
also have a force larger than we need, one that requires a few more years of
downsizing, and an infrastructure that requires further shedding, a process which
we have discovered has heavy up-front costs.

DEFENSE THEMES

b (ffhart 1} There are five major themes which 1 would like to highlight in this
udget.
Flgrst, it implements the Bottom-Up Review.

Second, it protects a ready-to—tiﬁht force. It tells you what we have done to put
reality into our rhetoric about readiness.

Third, it redirects our modernization program, taking advantage of our existing
force structure while planning for the future,

Fourth, it starts to do business differently. There are serious fiscal implications
if we do not manage better. Without management changes, we will not have suffi-
cient funds for the future. As it is, we know that we have to plus-up the procure-
ment accounts in the outyears to begin the process of “recapitalizing” the force. If
we fail to manage better, overhead will drain funds from other accounts. We will
have no choice but to rob from readiness or increase the topline.

Finally, this budget reinvests defense dollars into other areas of the economy, in-
cluding deficit reduction.

POST-COLD WAR FORCE STRUCTURE

(Chart 2) Let me begin with force structure. The Bottom-Up Review served as
the heart of our force structure planning. The Review concluded that our basic force
etructure should be sized to fight two medium-sized regional conflicts (MRCe) nearly
simultaneously, and it defined the minimum needed force structure. Additionally,
we allowed the requirement for overssas presence to help size the force. The struc-
ture we proposed then, and which is supported by this budget, allows us to meet
these requirements.

Our budget continues the drawdown begun by the previous administration and
takes it to the BUR levels at the end of the Future Years Defense Program (FYDP).
In some areas, we will reach these levels more quickl{, an important factor since
significant savings will sccrue and be available to plow back into other investments.

e are alreedy close to the BUR level of four Marine divisions; we are getting close
to 346 ships and the 13 active fighter wings. In other areas, we are on & more grad-
ua! glide path because we need to make the enhancements that will help us com-
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Fensate for a smaller force structure. When we reach the BUR levels, the overall
orce structure will have come down about 30 percent from its peak in the '80's.

MANPOWER

{Chart 3) The overall manpower levels have come down as you would expect with
the declining force structure. One notable change is the increased emphasis I have
placed on reducing the civilian support structure in a way that is commensurate
with the drawdown in mili forces. This is & painful process, and we must con-
tinue to fund the programs that allow us to minimize RIFs. We must also ade-
quately fund employee transition Jwrograms that permit discharged military person-
nel the best possible chance to find work in the civilian economy.

The good news in this process is that, with the '95 budget, we are almost at the
end of the personnel drawdown. So the personnel turbulence which so heavily af-
fects morale will be largely behind us at tge end of the '85 budget year.

(Chart 4) During the Cold War the costs of manpower stayed about level. Now
we gre cutting deeply in this ares. The savings from a smaller force atructure are
considerable, about $36 billion. We are already realizing most of these savings. This
is the prime example of a choice in priorities. We have chosen to cut force structure
in order to preserve readiness. This is the opposite of the judgment we made in the
1970’s when we maintained a force of 2.1 million people, but deeply cut the Oper-
ation and Maintenance (O&M) accounts. That approach led to the "{Aollow force” of
the 70’s. Instead, we have determined that we can effectively function in the post-
Cold War era with smaller forces, if those forces are ready.

PRIORITY ON READINESS

(Chart 5) We are takin& those savings and investing them in the Operation and
Maintenance accounts as the most direct way to preserve readiness. Wﬁ\]‘ e the force
structure will decrease 7 percent between FY 1994 and FY 1995, we have increased

O&M funding by 5.6 percent. We have also fully funded Service Optempo requests.

We have also decided that even while weapons inventories are shrinking we need
to increese depot maintenance funding by 20 percent. Finally, we are maintaining
the budFet levels for recruiting. FY 1994 was as good a recruiting year as ever in
terms of numbers and quality, but we must counteract the popular perception that
we can no longer offer full careers. We must resist the temptation to save dollars
on recruiting.

These are areas where the Secretary of Defense can make his priorities known.
I cannot go out and repair & broken airplane or ship, but 1 can make sure that the
military services give readiness their highest priority. We even put this instruction
into the front engl of the fiscal guidance. The services were told that readiness is
the first Friorit{y and that all other guidance could be traded-off if they needed to
program funds for improved readiness,

(Chart 8) One of the challenges in making this sort of decision is to find ways
to explain the effect that added funding for readiness will have. One of the best
ways we have found is to look at the funding per unit of military activity—the funds
available to operate & plane, a ship, or a combat battalion. Through this measure
we are sble to show, by activities and capabilities in the field, the relative increase
in funding we have provided for readiness.

(Chart 7) We can also look at the increase in funding relative to the manpower
levels in each service. For example, you can see that the Air Force has chosen to
increase its O&M relative to Air Force end strength. .

This dollar emphasis on readiness translates into people’s ability to do their jobs
with high confidence of success. Needless to say, increased funding for training and
maintenance is important for morale.

MODERNLZATION APPROACH

(Chart 8) The next priority I have set for the Department, with John Deutch’s
help, is to redirect our modernization programs. Again, this decision is consistent
vntfn the strategy laid out in the Bottom-Up Review, which premised our two MRC
strategy on force enhancements. .

First, we will sustain a strong research and development effort. I firmly believe
that we can and must continue to provide our forces the kind of advantage we had
in Desert Storm. In the business world it might be called an unfair competitive ad-
vantage, but in combat it is called winning, and winning with minimum casualties.
Additionally, a strong R&D effort is essential to provide a foundetion if we ever
have to reconstitute our forces.

76-815 0 - 94 - 2
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Second, we need to continue to buy some next generation weapons. This is our
commitment to the next generation of Americans. The C-17 is crucially important
to the Bottom-Up Review strategy. We are also forging ahead with the F-22, But
these are a select few programs.

Third, we have refocused the Ballistic Missiie Defense Program to give first prior-
ity to thester defenses.

Fourth, have emphasized intelligence. We cannot diemantle it. The world is a dan-
gerous, uncertain place, and many of the diverse threats we face today are difficult
intelligence targets.

Finally, we want to preserve key elements of the industrial base that would go
away if it were not for our support. This may be one of the most controversial deci-
sions we have made, and I would be ha]:gy to discuss it at length.

{Chart 8) For the past twenty years the procurement budget has been on a roller-
coaster ride. Research and Development has been more stable; it has come down
some, but it is still higher, in constant dollars, than in the late 1970s when we de-
Yelofed the weapons used in Desert Storm. I want to maintain R&D at a robust
evel.

The most difficult choice we have made is on procurement, and this will be & point
of contention for many with this budget. First let me say that we cannot sustain
these low levels of procurement for long, and we are &rojecﬁng an increase begin-
mné afler ‘05, when it goes up by 20 percent between ‘86 and "99.

(Chart 10) We plan to continue the drop-off in near-term procurement that start-
ed in the Bush Administration. We will go from 20 ships in 1990 to six in 1995,
from 511 aircraft in 1990 to 127 in 1995 and from 448 tanks in 1990 to zero in 1995.
The tank story is not a complete picture since we are doing some upgrade work,
which keeps the industrial base warm, but the contrast to the recent past is dra-
mate.

There are two reasons for this drop off. First, we are projecting a much gmaller
force structure, down 30 percent. And even when we hit a steady state, we will have
smaller buye than the past. Second, as our force size goes down, we can live off the
inventory we built up for the Cold War.

The biggest challenge we will face during the transition will be fine-tuning the
industrial base. Attack submarine forces is a good example. Baged on a 90-sub force
with a sub life of 30 yesrs, the required build rate would be three per {:ar. A pro-
jected 45-5ub force would regquire only one-and-one-half submarines to be built per
year. But as we draw down to that 45-sub level, we really have no need to build
new submarines until after the turn of the century. The reason we have chosen to
invest in & new Seawolf over the next few years is to keep the industrial base active
at a minimum Jevel until we need to start buying nﬁain at a steady-state level.

Each case will be different. For tanks we can handle the industrial base issue
through upgrades and foreign military sales. For submarines we will need a
stretched-out buy. With airplanes we heve enough procurement, and with the devel-
opment programs for the F-22 and the new F/A-18 version, we can be confident that
we will have suppliers out into the future.

N DOING BUSINESS DIFFERENTLY

(Chart 11) Related to the need to incresse procurement after ‘96 is the require-
ment to do business differently. In this budget there is not enough money in the
outyears 1o increase the procurement accounts unless we cut our costs. That means
acquisition reform is & real need and not just a good idea.

n addition, we need to reform our financia] management. It is & mess, and it is
costing us money we despentglg need. Third, we need to continue to shed infra-
structure. We urgently need the help of the Congress for all these activities.

All three efforts are designed to save money in the outyears, but none will save
meney immediately. There 15 no line in this budget for projected savings from acqui-
sition reform. We will not credit those savings until we can krredse]y identify and
verify them. To do the base closure process correctly and quickly requires significant
funds, and better financial management requires investment in new systems.

Taking care of the environment is in a slightly different category, but there are
parallels. We must spend heavily to clean up past mistakes, and this is money
which is an increasing drain on regular military sccounts. But we are also trying
to prevent the need for expenditures of this sort in the outyears.lt is important to
Sote that there is an additional $5 billion in the Department of Energy budget for

ean-up.

(Chngt 12) The last theme 1 want to stress in this budget is defense reinvest-
ment, totaling a little over $3 billion. Much of this money is being put into dual
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use technology, where there is a clear benefit to Defense as well as a benefit to the
commercial sector.

(Charts 13 & 14) The overall picture for Defense as & part Of the national econ-
omy and budget shows the dramatic ghift in resources from Defense to the non-de-
fense side of the economy. Defense outlays are now down to 3.7 percent of GDP and
headinlg toward 2.8 percent in '89. Defense outlays are already down to 17 percent
of the Federal budget. That represents a significant peace dividend for the American

people.
(Bha.rt 15) This is the topline showing what we are planning to spend for Ameri-
ca's defense.

A STRATEGIC INVESTMENT PLAN

(Chart 18) In sum, the President’s FY 1295 defense budget represents a strategic
investment plan. It is a blueprint for getting us to where we want to go. It is based
on a common understanding of strategy and what is needed to carry out that strat-
egy derived from the Bottom-Up Review. The Bottom-Up Review provides clear
goals for ensuring America's defense. The budget connects our strategy to force
structure and costs. 1 believe that it fulfills the President's pledge to sustain the
“ber:}]-?’quipped, best-trained, and best-prepared fighting force on the face of the
earth.

Let me now turn to several subjects that I believe might be of special interest to
this committee.

THE BOTTOM-UP REVIEW

(Chart 17) First, some additional comments on the Bottom-Up Review. This
study was truly a milestone for America's national security. The BUR solidified a
consensus within DoD on the potential risks te America’s security, the defense strat-
egy needed to protect and advance our interests, and the military capabilities re-
quired to carry out our strategy to counter those risks. It also produced an afford-
able plan for the continuing modernization of U.S. forces and for managing the in-
dustrial base to support & modern force. Finally, the Review achieved a consensus
between DoD'’s civilian and military leaders on the most critical elements of a bal-
anced program to achieve the needed U.S. security mture.

Perhaps the most important and controversial BUR conclusion was that the opti-
mal U.S. force should be one sufficient to fight and win two nearly simulteneous
major regional confliets. This conclusion reflected a concern thet if America were to
be drewn into & war with one regional aggressor, another could be tempted to attack
its neighbors—especially if it were convinced that the U.S. and its allies did not
have enough mili ower to deal with more than ohe major conflict at a time.
Moreover, sizing U.S. forces for more than one major regional conflict will provide
a hedge against the possibility that a future adversary might one day mount a larg-
er than expected threat. In sizing U.S. forces, we also committed ourselves to main-
taining a strong overseas presence, which is essential to ensuring the vitality of our
alliance relationships and maintaining stability in critical regions.

DEFE-NSE SPENDING AND TOTAL FEDERAL OUTLAYS

(Chart 18) I recognize that this committee must consider defense spending in the
larger context of the federal budget, and that there are enormous pressures to re-
duce the deficit and preserve domestic programs that directly affect our people. In
that retiard, this chart de‘picts the defense portion of this larger picture. It illus-
trates that focusing on Defense as the major cure for the deficit is out of proportion
to its ghare of federal outlays. Let me hasten to add, however, that the primary rea-
son that President Clinton and our nation’s defense leaders oppose cuts beyond
those planned is that it would carry excess risk to our future security.

(Chart 18) This chart shows that during the 1990s defense outlays are coming
down dramatically. Defense is contributing to deficit reduction far in excess of its
share of the federal budget. Unfortunately, increases in other segments of the budg-
et dwarl our decreases—hence our nation's political leaders must continue their
fully justified concentration on deficit reduction. My message here is simply that
preserving America'’s future security must be as strong a concern.

THE FYDP FUNDING SHORTFALL

(Chart 20) Finally I would like to explain the $20 billion funding shortfall that
has received quite & ¥ot of attention.
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The Bottom-Up Review was undertaken without a precise defense spendinERtarget
in mind. When the BUR was completed, the Department found that the BUR pro-
g}%n exceeded the President's spending levels by a total of $13 billion over the

P period. Secretary Aspin committed to ﬁndinﬁ the remaining $13 billion dur-
ing the normal review for the FY 1995 budget and FYDP. Reductions were made
to many programs to achieve this goal. However, two developments complicated the
budget review.

First, Congress provided a pay raise for military and civilian federa] employees,
whereas the Administration had g;;odgnosed a pay freeze in FY 1994, The consequence
of the pay raise was to increase ing requirements over the FYDP period by over
ﬁ:eg 'oln. This was a real bill that had to be paid because the pay raise was man-

in law.

Secondly, the rate of inflation in future years was projected to be higher than was
estimated at the time the FY 1994 budget was developed. Because of this change,
it was estimated that DoD would need about $20 billion more to pay for the B
program over the FYDP period. Unlike legally mandated pay raises, these inflation
estimates are likely to change several times during the year, and mey well result
in inflation cost growth below the $20 billion over five years now estimated.

President Clinton reviewed these factors in December. At that time he reaffirmed
his commitment tc the BUR program. He also directed OMB to increase the overall
DoD budget over the B-year period by $11.4 billion to provide for the effects of the
pey raise over the FYDP period. However, the President opted not to budget for the
multi-year inflation bill, which mey or may not come due.

In order to implement the President’s directives, the Department took two actions.
It incorporated the full cost implications of the pay raise provided in FY 1994, and
it repriced the BUR consistent with current economic estimates. These actions re-
sulted in & defense pro that exceeds the President’s defense budget levels in
the FY 1996-1999 period by about $20 billion. Options to deal with this matter will
be considered in developing the FY 1996-2001 P—when updated inflation E.rr;

jections will be available. The President and the Department of Defense remain

1n their commitment to the BUR and the need to properly finance it.

Individual DoD programs and activities, through which the BUR is being imple-
mented, all have been properly priced based on current estimates of inflation. DoD
leaders are confident that glanned forces and capabilities can be purchased for the
monies projected in the P. The Department used realistic projections for future
costs, procurement schedules, likely savings, and other planning issues.
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Chairman SaBo, Thank you very much, Mr. Secretary.

One question that constantly emerges in our discussion of de-
fense funding is—-

Secretary PERRY. Excuse me, Mr. Chairman. May I have Mr.
Hamre join me for this discussion? He may amplify my knowledge
on some of the questions you ask.

Chairman SaBo. Thank you, and welcome to the committee.

Mr. HAMRE. Thank you, sir,

Chairman SaBo. One concern that generally emerges in all our
discussions of defense funding on this committee—and some of the
most avid advocates of this position are not here today, so I will
try and state their question—it is a question of our relationship
particularly to Europe, and our basing of troops in Europe.

Historically, a significant part of tﬁe defense budget was viewed
as being there for the defense of Europe, in the conflict with the
Soviet Ianion. And the argument is that that has changed signifi-
cantly, and that is not reflected in the changes in funding for DOD.

And it also relates to the question of burden sharing as it effects
the actual cost of deployment of troops to Europe, where clearly the
relationship between our NATO allies and ourselves in terms of
funding is different than it is between ourselves and the Far East,
with Japan, and in Korea, where they pay a significantly larger
share of the cost of our deployment of troops there.

I would like your response to that question. They would state it
more emphatically than I have.

Secretary PERRY. I would start off with the fundamental observa-
tion that two times in this century, against our desire and against
our intentjons, we have gotten involved in very bloody wars in Eu-
rope, and we would like not to go for a record of three. Whether
we acknowledge them or not, we have very fundamental national
interests in peace and security in Europe.

I start off from that proposition. And then I observe that main-
taining those interests during the cold war required us to prepare
for what we assumed could be a blitzkrieg attack on Europe by the
forces of the Warsaw Pact. We had very large, well-equipped, and
highly ready forces in Eurcpe for that purpose. We had over
300,000 troops in Europe for tgat purpose.

With the dissolution of the Warsaw Pact and then the Soviet
Union, that threat no longer was a realistic one. So we did not
need to maintain over 300,000 troops. We are in the process of
drawing those down very rapidly.

This is the quickest part of the personnel drawdown. We have
gone all the way down from 300,000 to 100,000. We believe 100,000
represents the proper number to reflect the current threat and our
current interests in Europe.

Now, we have drawn on these forces in various ways, in conjunc-
tion with our NATO allies, sometimes in coalitions and sometimes
under NATO mandate. The two most recent times were during
Desert Storm, when we sent parts of the core of our forces in Eu.
rope down for Desert Storm, and we did that along with a coalition
of nations which included some of our NATO allies, but not under
a NATO command and control, NATQ mandate.

Most recently in Bosnia we are operating with NATO in an air
operation which denies the use of aerial bombardment in the
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Bosnian war, and which is protecting the U.N. forces on the ground
through air cover, and which is threatening to launch air strikes
to stop artillery bombardment. All of that is a NATO operation, run
by the U.S. Commander Allied Forces Southern Europe, Admiral
Boorda, and we see that as prototypical of the kind of problems and
issues which will arise in Europe.

Now that the Warsaw Pact is broken up and we have many East-
ern European and Central Eurcpean nations struggling to become
democratic, to get a free market system, they are really having a
hard stru%gle ahead of them. Yugoslavia probably represented the
worst of these cases—we hope it was the worst of these cases—but
we do not believe we are relieved of security problems and security
pressures in Europe for the foreseeable future.

So in sum, then, I would say we have, I believe, a very strong
interest in peace and security in Europe. We can attend to these
interests through many means, diplomatic, certainly, political, but
part of that is the military force we have projected there, and our
judgment is that 100,000 is sufficient to attend to that instead of
the 300,000 we had during the cold war.

Chairman SaBo. If we are in fact there to help maintain the sta-
bility of Europe, why should we not expect them to pay more for
the maintenance of those troops in Europe?

I would be curious what your analysis would be that the extra
cost is of deploying those troops in Europe rather than having them
based in the United States.

Secretary PERRY. Let me answer qualitatively and ask Mr.
Hamre to comment guantit.ative]y.

We are there fundamentally in our national self-interest, not in
doing a favor to European nations, and the decisions we make
should be made on that basis. The extent to which we get support
from European nations to do that, as you know, has been a matter
of long and intensive negotiations, both individually with these na-
tions and collectively through NATO through the years.

I will let Mr. Hamre give you the summary of what that has re-
sulted in quantitatively.

Mr. HaMRE. Sir, there has been lots of debate frequently up here
on the Hill abput what we spend for peacekeeping in Europe and
how much we devote to it. Large numbers are frequently cited, as
much as $100 billion. Those frequently are references o the fact
that we have an Army of 12 divisions and an Air Force of 26 wings,
and the fact that we kept four divisions in Europe in the past, or
five wings in Europe, were somehow viewed separately. We kept
them because we needed that size military.

At the height of the cold war, the cost was a little more than $3
billion over their costs had they been in the United States. Of
course, we have shrunk that dramatically. We now only have two
divisions left in Europe.

So it is & very small bill by comparison to the frequent debate
you see in the public that it is in the tens and hundreds of billions
of dollars. It is really not. The incremental cost is quite small. I
will get more precise numbers for our current estimate. I am sorry
I don’t have that in my mind right now.

[The information follows:}

| s ias |
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On average, it cost up to 15 to 20 percent more to station forces in Europe rather
than the United States. This differential is based on a comparison of total operating
costs, including equipment operating tempo, military personnel pay and allowances
including fringe benefits and permanent change of station (PCS), base support, real
property maintenance, family housing and megica] support.

e comparison is based on a generic mili unit, with identical equipment,
fully manned and equipped, maintained at equal levels of readiness, permanently
stationed in either gurope or the United States. The costs for the U.S? based unit
do not include the additional incremental costs to temporarily deploy to/from Europe
in the event of an emergency. The costs for the European based unit do not include
the additional incremental costs to re-station the unit in CONUS,

Chairman 8aB0. Thank you,

r. Kasich,

Mr. KasICH. Let me see if I can help you on that issue a little.
I have been involved in burden sharing for a number of years, and
I was involved in the only bill that passed in the House and Senate
to force burden sharing.

The simple fact of tie matter is, if you take all the O&M costs
for U.S. forces around the world, it totals $13 billion. That is all
we are paying, $13 billion. I think we should make a push to get
those numbers down even more. We should follow, believe it or not,
the Japanese model, where they are paying almost all of our O&M
costs. It is Europe that is not paying.

I have been for burden sharing, but the only way to do this is
to have other countries pay for our troops. Once you get into the
issue of other countries paying for our troops, we are now in a
whole other discussion here about whether we are going to have
soldiers of fortune in our armed forces. But $13 billion is for forces
w;_orldwide, and you can't expect our allies to pick up every dime
of cost.

I maintain that we in fact have made progress in the area of bur-
den sharing, but I think it would be very heipful for you to get the
numbers together and get them up here. But what we need to do
with the rest of the world is get tgem on the Japanese model and
stop letting these people kick us out of their country and force us
to pay these goofy settlements, They throw us out and we give
them severance pay. That ought to be stopped.

Mr. Secretary, the headline today ought to read—and I really
want to compliment you for your candor—the headline ought to
read, “The Department of Defense can no longer guarantee that the
readiness of U.S. forces will be maintained at current levels, that
readiness will in fact drop.”

Let me just give you an example. In fiscal year 1995, you say you
are going to protect readiness through a $5 billion increase to the
O&M budget. Of that amount, $1.2 billion is allotted to depot
maintenance. This is boring stuff, but this is what gets down to
whether tanks roll and planes fly. But what you do is jack up the
rates the services pay to the DBOF account to $1.5 billion.

So in other words, it is a complete smoke and mirrors. You are
not increasing it anywhere near $5 billion. When you calculate
these noncore areas, the readiness accounts are really being dam-

ed. And I thought readiness accounts have been fat for a number
of years and I have still not sure where we are today, but when
we argue we are going to increase it by $5 billion and we use these
gimmicks, which you are probably not even aware of, that shows
you how the readiness factors are not being properly measured.

| Saaten |
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But what I really want to get into today are these numbers. 1
know you have done the Bottom-Up Review which still puts you
$20 billion short. The number is kind of out there, and then it went
away—320 billion. That is probably $50 billion when you really get
down to it, because that couldn't calculate any inflation factors. But
let’s just look at the 28.5 to 37.1 and the 45.8.

My question to you is, are we going to kill the Seawolf? Are we
going to kill the C~177 Are we going to kill the F-22? What weap-
ons systems are on the chop}ping block?

Let me tell you what my fear is. Everybody is for cutting defense.
Try to cut the submarine in Connecticut. See what the reaction is
going to be. In other words, gou put these programs on the chop-
pir‘x’&hblock, 1 am not convinced they are going to be chopped.

ich ones are you going te kill in order to get us these kinds
of numbers and when are we going to start?

Secretary PERRY. Mr. Kasich, this budget funds all three of the

rograms you mentioned, and that is spelled out through the

P. The cuts came, as | indicated in my earlier presentation, in
cuts in force structure, in ¢uts in quantities of equipment we were
buying, and in modernization, not in the development of new sys-
tems. They are very substantial cuts in terms of quantities of
equipment,

For example, there are nc tanks at all in the fiscal year 1995
budget. That is where the cuts came from.

r. KasicH. I am talking about the out years, Mr. Secretary.
How are you going to get 28.5 and 37.17 Are you going to kill these
major weapons systems or are you not?

Secretary PERRY. No, we are not.

Mr. KasicH. How are you going to get there?

Secretary PERRY. The P we presented to you lays that out
in considerable detail. It envisions doing &ll of tKese programs. It
envisions having further force structure reductions into the out-
years. It envisions cutting down the modernization budget into the
out-years.

Mr. KasicH. The modernization budget funds new weapons sys-
tems, follow-on systems. We are almost at the force structure levels
right now that you say we need to get to. I mean, you have to kill
systems. You say it in your bottoms-up review, that there are
weapons systems that have to be red lighted. But you talk about
them in very broad terms.

Which systems are 'Fﬁing to be taken to the slaughterhouse?

Secretary PERRY. This budget is very specific in spelling out
which we are going to do and which we are not going to do. This
FYDP we are cfresenting to you is very specific in what we are
going to do, and we are going to maintain all three of the programs
you describe.

Mr. HAMRE. Mr. Kasich, may I speak to this?

1 think the Department would love to have a current services
budget line to carry us through 5 years, because that means we are
fully protected for inflation, But we do not have a current services
program. The cold war did end for the Department, so we don't
need to maintain the 12 divisions through that period, we don't
have to maintain the force structure that is embedded in the cur-
rent services estimate.

r—-'—q
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The dollars that are being reduced, and we have been cutting
deeply, and I think Dr. Perry mentioned the FYDP, that we will
be submitting the details of the FYDP; it is going forward now to
the Secretary and it will be released shortly. We will hit the num-
bers that are in the Clinton target with concrete, real cuts through-
out the period.

There are not going to be additional cuts required to hit those
numbers in the out years. We have accommodated it. But I think
we would love to have a current services line, but we have never
been given a current services line in the last 8 years in the Con-
gress.

Mr. KasicH. You say in your own testimony, we cannot sustain
these low levels of procurement for long and we are projecting an
increase beginning after 1995 when it goes up 20 percent between
1996 and 1999. Something has got to be—in other words, you be-
lieve that we know every detail of every system that is going to be
eliminated. There will not be—you are not going to come up next
year and say, By the way, this system has to be killed and we
didn't get specific about it but now we are being specific about it.
There are no surprises yet to come?

Secretary PERRY. Let me answer that. First of all, we cannot say
today we may not be coming to the Congress a year from now, 2
years from now, and saying a system we had planned to build we
have now changed our mind. That would be for programmatic rea-
sons, not for overall budget reasons. Often in the past we ran into
substantial problems on programs, and altered the program for
that reason. That is the first point.

The second point, the budget we are working on here is subject
to economic fluctuations. It is based on assumptions of inflation. If
those inflation assumptions vary dramatically in a negative direc-
tion, we would have much less money available for programs and
we would have to come back with either more funds or fewer pro-
grams.

Mr. KasicH. I have got a letter I have got to get off to you. The
Wall Street Journal reported, I believe it was last Friday, that the
No. 2 over at the Air Force is suggesting that we have a number
of weapons sales to people around the world in order to raise cash
to help finance our procurement accounts.

I am opposed to this notion, at least the way it has been pre-
sented so far, the fact that we ought to be increasing the amount
of weapons sales that we make around the world. I know there
aren’t many people that share that view, because you don't find a
lot of sympathy for the fact that we shouldn't have these weapons
sales.

Can you give us any details on whether you intend to go forward
with that, whether you will seek congressional approval for this ap-
proach? I know you were quoted in the paper as saying that Gen-
eral Carns, I believe was the general, that his idea of upping the
amount of weapons sales is a good one because it will ailow to us
build things here from the cash that we would get from these sales.

Do you intend to go forward with that? Are you going to come
to us first? Where does that now rest?

re—y
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Secretary PERRY. A consequence of doing that would be it would
allow us to do that. Whether it is good or bad depends on the na-
tiona) security considerations of those sales.

I am firmly opposed to selling weapons overseas, certainly for
economic reasons. I think the determining factor has to be whether
the sale of weapons meets our national security requirements. If it
does, then we can consider the next step.

Mr. KasicH. So you would not with Carns? Carns didn't
argue it from a geopolitical point o;! view. He said, We should sell
these things, we can then take the inventory and use the money
to build weapons systems for ourselves.

Secretary PERRY. I would be in favor of doing that only in cases
where we first made a national security judgment that the sale of
the weapon was in our national security interest.

Mr. KasicH. I will get you the letter.

Thank you, Mr. Chairman.

Mr. PRICE [presiding]. Thank you.

Mr. Berman?

Mr. BERMAN. Thank you, Mr. Chairman.

I want to point out I was very interested once again in Mr. Ka-
sich’s charts, especially that first one which showed that dramatic
decline in defense spending as a percentage of gross domestic prod-
uct. And I wonder why he didn’t have a chart that showed the
budget deficit decline as a percentage of gross domestic product. It
is an interesting evaluative tool, but it should be applied to lots of
different areas,

Mr. KasicH. Will the gentleman yield on that?

These are supposedly real cuts, I maintain they won't be made.
In terms of where the budget deficit is going to be, it is based on
your economic applications, which vary. We were told we wouldn't
see higher interest rates, and now we are seeing the bond market
deliver some things that are not very good for the economy. So
where your deficits are going to be and where the economy is going
to go is purely your guess versus my guess. These are the real deal
numbers, hard-core numbers that you have as far as the plan.

Mr. BERMAN. I don't totally accept that as a distinction, since
gross domestic product is based on economic assumptions. Your
chart shows defense spending as a percentage of gross domestic
product.

Moving on—

Mr. KasiCH. Good point.

Mr. BERMAN. Mr. Secretary, welcome. It is sometimes a custom
here for people who don't get a chance to see you in the normal
course of their committee work, because they are not on the right
committees, to ask questions that might deviate a little bit from di-
rect budget questions. I would like to take the opportunity to do
that here. I would like to follow up on Mr. Kasich’s question.

In May of 1993 you pointed out, in what I thought was an excel-
lent statement, that “foreign military sales offer a very faint hope
as a way of maintaining a U.S. defense industria! base, and that
U.S. defense companies should instead look to defense conversion
to maintain their long-term strength.” You referred to that defense
conversion process as a slow and difficult one, but you noted that
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it was a better hope for companies than chasing what you regarded
as the “false solution” of foreign military sales.

The Wall Street Journal article recently indicates that now you
are favoring a Pentagon strategy which would sell overseas a large
i:a.rt of the military’s coid war store of high-performance weaponry.

don't know how you are justifving this strateg{. Maybe you think
it is J'ustiﬁed on industrial base grounds or maybe you think it jus-
tified based on the revenue it will raise.

But I am concerned that, as you evaluate the national security
consequences of any transfer of weapons, how you can calculate the
extent to which our government is undercut in its ability to develop
multilateral conventional arms restraint, or undercut by our own
conduct in selling arms. It is very tough, for example, when the
Chinese come back with what we are doing in certain areas.

I am just wondering how all of this squares with those comments
you made back in May.

Secretary PERRY. 'f"here are three different points to be made,
and the points are being mixed up in the various quotes. The first
ﬁoint is that, I said then and I say today, foreign sales are a faint

ope for the defense industry. The economics don't support the be-
lief that that is going to recover from the size of the cuts which I
showed you in the defense procurement budget. Therefore, the de-
fense industry, and I was talking to them at the time, need to get
on with two things: not only detense conversion, but also drawing
down the size of their overhead structure.

That was my recommendation to defense industry executives,
and it was based on that judgment. It was simply a judgment of
the feasibility of being able to depend on it.

The second point is the desirability of the overseas sales. The
dominant test of whether we should be selling weapons overseas
has to be a national security test. And I repeat that point, not an
economic test.

And finally, the question on the General Carns proposal really
didn’t have to do with whether you sell more or less weapons. It
was a mechanism for gelling weapons, It was saying, “if you decide
you are going to sell them, should we allow industry to build new
weapons and sell them, or should we take them out of the Air
Force inventory and sell them?” That was General Carns proposal.

As I see that issue, it is independent on the first two points I
made, and it doesn’t comment one way or the other on them.

Mr. BERMAN. I guess it is better to sell them secondhand if we
are going to sell them, sell secondhand stuff. But I can see opposi-
tion to that coming from some of the same defense contractors.

Secretary PERRY. The defense industry is very much opposed to
that, as you can imagine.

Mr. KasicH. Will the gentleman yield on that point?

Mr. Berman, I don’t have The Wall Street Journal article here,
but this was not presented as a way to sell to our allies. The inter-
pretation I had was of a guy rubbing his hands together saying,
Oh, boy, we can put a mechanism in to ship all this stuff overseas
and bring more money in and then we can build more over here,

Secretary PERRY. To the extent that was the proposal that would
be made, I would be categorically opposed to it. Is that a straight
enough statement?
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Mr. BERMAN. Let me ask you one other question, about your view
of the role of export controls. You have been quoted on the side of
a skeptic on the efficacy of export controls in achieving what I am
sure you would agree would be laudable goals,

Secretary PERRY. Commercial products, not weapons. I want to
draw a sharp distinction. There 1 have always been in favor of
strict controls,

Mr. BERMAN., What sbout products that have military applica-
tions as well as commercial applications?

Secretary PERRY. In commercial products, so-called dual-use
products that could be used, that includes almost every electronic
product you can imagine. It includes computers; it includes radios.
On those, my position is that if they are available on the worldwide
markets, that the United States manufacturers should not be pre-
cluded from selling them on those markets, That is the test that
ought to be made: worldwide availability. The specific change
which I supported in the so-called COCOM control on computers
was to allow——

Mr. BERMAN. Foreign availability?

Secretary PERRY. Foreign availability. It was based on foreign
availability, and said we should increase the limit on our controls
5o that computers which you could buy and take home and put on
your desk and use as a2 home computer were not included.

The latest Intel chip in the latest computer which you can go out
and buy today in the market is covered by that category.

Mr. BERMAN. I don’t think there is any argument with the notion
that items which are readily available in the same quality and in
the same quantity from a number of different sources, present a
harder problem. This is not te say, however, that export controls
have not played an important role in impeding the develogment of
independent missile capabilities and nuclear capabilities. I believe
they have slowed down in some cases a country’s ability to do that.

In the case of Brazil and Argentina, I think they may very well
have allowed enough time to pass so that democracies took hold
and their desire to develop these kinds of weapons systems was
eliminated simply because of the existence of a control regime.

Secretary PERRY. I stron%ly support controlling technologies
which play a very specific role in the development of weapons of
mass destruction, such as nuclear, chemical weapons, biological
weapons, or very advanced conventional weapons such as missiles.
I support strongly the missile technology control regime, which is
a coa.l}i)tion of producers who try to deny that technology from being
sent to other countries.

So what I am in favor of is removing the controls on products for
which foreign availability is—and I think we should be vigorously
doing that, because we cause our companies, computer companies,
our radio companies, enormous overhead expenses in delays in the
market to try to comply with these regulations.

The government ought to take that expense, the people we have
working on that and putting it to the real problems, ireventinﬁge

roliferation of weapons of mass destruction. I think 1 have been
gadly misquoted or badly misinterpreted on that subject, and I wel-
come the opportunity to correct that record.

Mr. BERMAN. Thank you.
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Chairman Sa80. Mr. Shays?

Mr. SHAYS. Thank you.

Mr. Secretary, Dr. Hamre, 1 listened to your response to Mr. Ka-
sich on the whole issue of how you reach these cuts, and I just
found them very confusing, and it is just maybe my lack of knowl-
edge in this area.

r. Hamre, we are not talking about a current service budget.
We are talking about an absolute decrease in defense spending. Let
me say to you, I don’t know how we reach deficit target numbers
unless we do this.

So I am not disputing the fact that we have to do it. My dispute
with the Defense Department is, we are not making the hard
choices today that we have to make in order to get that number.
To say that we are going to be able to make the 1995 budget when
we only have to cut it 1.9 billion is a meaningless statement to me.

What concerns me is, how do make 16.5 billion, 28.5 in 1997,
37.1 in 1998, and 45.8 in 19997 My a?int is, we are not just talking
about maintaining current service. We are talking about a real de-
c}ine in defense spending, an absolute decline, not a relative de-
cline.

We are not talking about allowing the defense budget to go up,
but not as fast as inflation. We are having to make real, absolute
cuts in defense. How do you make a $45 billion cut in 1999 unless
you make some real decisions today on systems?

Secretary PERRY. We have made the decisions. Let me just give
you one example, the simplest one to understand is the force struc-
ture. Even though the force structure drawdown will be done by
fiscal year 1997, the cost savings from that will go on and accumu-
late beyond that period. And indeed, the first year or 2 we have
a drawdown, there are actually expenses involved with the
drawdown. So that is just one illustration. We have also made the
decisions on the programmatic issues which are reflected in that
modernization chart I showed you.

Mr. Suays. I understand my colleague is talking about the cur-
rent services. This is the current service budget on top. I don't
know how you are going to do it unless you make some real cuts
in defense today.

Mr. HAMRE, As I think Dr. Perry said, the Bottom-Up Review cut
out in real program content $91 billion. This is by cutting back on
infrastructure, shutting down bases, cutting out aircraft—

Mr. SHavs. I don’t think you are going to reach those programs
unless you cut programs. I put everything on the table. I even put
the Seawolf I made the argument, whatever it takes to keep the
industrial base is an important decision in this process. But I
would fpu‘c all of it on the table.

My fear is, like we did with the B-2 bomber, we are going to cut
it out, but 5 years later, like we did with the superconducting
supercollider, eventually cut it out, but cut it out too late.

r. HAMRE. There are requests in this year that saved $3.9 bil-
lion this year alone. There are 57 program terminations altogether
in this budget that we are submitting to you. We are really ad-
dressing those with real cuts, sir.

Mr. SHAYS. I still don’t see how it happens. I see $1.9 billion in
1995 but then the numbers start to jump almost geometrically.
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The issue on burden sharing, just to finish my line of question-
ing, I don’t pretend to be able to have historic perspective that
some would have about World War I and World Vgar I, but what
I do know is the Europeans are getting a free ride, and we don’t
allow the Japanese to get away with it, but we allow the Euro-
peans. The Japanese contribute in hard cash in 1993, $2.5 billion.
And that was for a troop level of less than 40,000. And they were
paying twa-thirds of the nonsalaried costs,

I am not talking about mercenary troops. I want the Europeans
to pay two-thirds of the nonsalaried costs. They paid a grand and
striking total of $300 million. We told the Japanese they have got
to d:{) 2.5. And we have over 100,000 troops who will have that
number.

Why shouldn’t the Europeans pay up to, it seems to me, far in
addition of $2.5 billion? We should be getting from them 3 or 4, if
they think there is value to them, and if they don’t think there is
value, why do we keep our troops there?

Secretary PERRY. The first issue, and I want to repeat again that
the reason the numbers on that chart accumulate is because most
of the choices we have made do not involve savings the first year
or the second year. Some of them indeed involve expenses. When
we close a base, it costs us money for the first 3 years. The savings
don't come until the out years.

When we reduce personnel, we have incentive programs for peo-
ple, just like industry. It costs us money the first year or 2. Those
savings don’t come until the end. When we reduce infrastructure,
all of those things are costing in the early years, and therefore the
big savings comes in the out years.

is budget is not a wish list or a hope list or & fantasy. It de-
scribes the choices we have already made, the decisions we have
already made, and an objective calculation of what the effects will
be in the out-years. That is the major point I want to make, be-
cause ] think that is misunderstood.

Mr. SHAYS. Is it your testimony therefore you are not going to
be cutting out any additional programs in the next 4 years?

Secretary PERRY. No, it is not my testimony.

Mr. SHAYs. Why won't you make those decisions today?

Secretary PERRY. I will make that decision if something happens
to the program—if there is a programmatic failure. When we start
a program, we never commit to finish it. We commit to finish it if
it is executed well. Sometimes we have stopped programs for faulty
execution.

But it is my testimony that for the three programs described
here, the funding is in this program to accommodate those. The
major qualification I will make on that, which you have not ad-
dressed yet, is that if we have major changes in inflation, and our
top line does not reflect these, if there is an increase in inflation
and the top line is held the same, then we will have fewer real dol-
lars to effect programs. That is the issue. That is the thing that
eogld change the programmatic description we have made to you
today.

That is why when we get inflation changes, we argue for an in-
crease in the top line to accommodate them, because cur planning
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is done on programmatic calculations based on real dollars, not
based on hypothetical inflated dollars.

Chairman SaB0. Mr. Mollohan?

Mr. MoLLOHAN. Thank you, Mr. Chairman.

Mr. Secretary, Secretary Aspin I believe last year announced the
gean to reduce and restructure the Army National Guard and the

3 serves, and I believe you are working on an implementation
plan. .

Secretary PERRY. Yes, we are.

Mr. MOLLOHAN. Would you be kind enough to give us a status
report on that plan, and when will we know what changes are
going to be in store in our various States?

Secretary PERRY. It is a complex plan. I would be happy to send
you a detailed description of that. But we expect to be announcing
that on February 28, so it is just a few days away. We will have
a formal announcement laying out all the details of that.

[The information follows:]

The Army Active Component/Reserve Component (AC/RC) Leader’s Offsite agree-
ment has realigned the roles and missions ol; the y's Teserve components. This
agreement, which was signed by all of the participants, will allow each reserve com-
ponent to build alpng its core competencies. The agreement includes consolidating
the combat mission requirement in the National! Guard and the combat service sup-
port requirement in the Army reserve. Both the National Guard and the Army Re
serve have agreed to “swap” & portion of their mission requirements in order to meet
this goal. The exchange will affect approximately 10,600 force structure spaces in
each component. Another aspect of the agreement is the transfer of 4,800 aviation
force structure spaces from the Army Reserve to the National Guard. The National
Guard will also retain approximately 7,800 of Combat Engineer and Military Police
units that were previously scheduled to inactivate. This agreement will be accom-

lished within the 576,000 end strength limit for the reserve components in 1999,

he specific details regerding units, costs, and the time table for this agreement are
still being worked by the Departmment of the Army. The details should be ready for
release later this Spring.

The overall reduction of the active and reserve components is a continuing proc-
ess. The FY 1994 Reserve Component Inactivation List will be released on 28 Feb-
ruery. This list will include both National Guard and Army Reserve units and will
show the overall impact by state.

Mr. MOLLOHAN. Thank you.

Following up a bit on Mr. Kasich’s questions about readiness,
there have been some really negative reports about the defense
business operating fund, the DBOF, and the last few years, DOD
and I think Congress both have teamed up to decrease the funding
for this central pool of funds.

Hgg does this budget deal with the problems plaguing the
DBOF?

Secretary PERRY. Let me first of all say that when I described
financial management reform as being high on our agenda, that in-
cluded the way DBOF is being managed. I have spent more hours
than I care to spend sitting in planning and discussion meetings
on how to improve DBOF. The man responsible for makjnc%the im-
provements is sitting to my left, and I will give him a chance to
describe them in some detail.

Mr. HAMRE. May I take just a moment to describe what DBOF
is, because there has been a lot of misunderstanding about it. The
Department of Defense has had for 100 years of industrial funds,
revolving funds, and the reason was simple. It didn’t make eco-
nomic sense for an individual battalion commander to go out and
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buy spare parts from industry for the items of equipment in his
battalion.

And so we set up a system of wholesale and retail process inside
the Department, where the Department of Army on behalf of all
battalion commanders would buy spare parts for tanks and engines
and this sort of thing. So we would put in the budget for a battal-
ion commander what it takes to buy from an Army depot, what it
takes for the year. There were several accounts, and 8 years ago
the Department consolidated them ell together into a single fund
called the Defense Business Operations Fund.

That was not where we got in trouble. Where we got in trouble
was, for the first time with the creation of the Defense Business
Operations Fund we tried to capture the full cost of doing business.
In the past we didn't aggregate all the costs it took to repair an
engine, because some costs were hidden. We had never billed, for
examfﬂe, equipment or the facilities essential to the final product
or military personnel costs.

So for the first time with the DBOF change, we tried to aggre-
gate all of the costs to make the price equal costs, or as close as
we could get to it. What this looked like to the average battalion
commander is all of 2 sudden the price went up by a factor of two.
In practice, it cost us the same as the government but it wasn't
showing up as the price to him as the battalion commander. It

looked to him like we had a sharp increase in costs, whereas in fact

the costs were already being reflected in the budget, but in 2 more
honest way.

It looked like to the battalion commander that he wasn’t getting
any more for a lot more money that he had to put out. He was feel-
ing all the pain associated with DBOF but he was not seeing any

_of the benefits.

Battalion commanders made a rational economic choice. When
all of a sudden the prices went up, they started finding other ways
to do business, and said we cannot afford to get a new depot re-
paired engine; let’s fix it here at our local base.

Depot commanders, though, all of a sudden saw their work fall
off and are saying, “My goodness, why am I not getting as much
work coming in the factory door.” And the depot commanders have
not started lowering their costs. So we started losing money in the
DBOF accounts. It wasn't that the DBOF was screwed up. It was
that the reform worked. People were being mare rational Eusiness-
men at the battalion level, but we weren't reacting quickly enough
at the decfmts. We have to 'lg];at on top of the cost reduction at the
depot and supply system. That is now where the reform effort is
that is under way inside the Department. We lost a fair amount
of money last year in the supply system because we did not catch
up in time. That is now the cﬁa] enge that is in front of us.

¥ 1 could go back to what Mr. ich raised on this issue, we
actually increased to the unit commanders in their operating ac-
counts what it took to do the depot maintenance activity. It isn’t
a smoke and mirrors with DBOI'I., We increased by 20 percent in
real terms $900 million, what it took to increase depot activity this
gear. And it isn’t simply taking it out in one hand and putting it

ack in another.
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Secretary PERRY. I would like to make one other comment on
that. Underlying this whole problem is a fundamental business de-
cision, and that is that we have excess cagacity in the depots, If
we cannot get that excess capacity removed, that excess overhead
cost is going to somehow get reflected in the defense budget.

What we are trying to do in DBOF is get it reflected in the costs
to the user so that the user will put the pressure on to get these
costs reduced. One way he puts the pressure on is to go to alter-
native sources to get the product. We are trying to get a market
system of sorts going here so we can judge these issues on a busi-
nesslike basis. It is exceedingly difficult to get the Defense Depart-
ment to operate even in a small thing like maintenance accounts
on a businesslike basis.

Mr. MOLLOHAN. Thank you, Mr. Chairman.

Chairman SABO. Mr. Browder?

Mr. BROWDER. Thank you, Mr. Chairman.

Mr. Secretary, let me welcome you to the committee. I am also
on Armed Services. I didn’t get a chance to speak with you yester-
day, but I have got a few questions I would like to ask you and
a few comments I would like to make to you.

First let me tell you that I think you are doing a good job. You
have got a tough job but you are making the best of a bad situa-
tion. We do disagree on a few things but I trust those can be re-
solved in a rational manner.

What I would like to do is ask you three, or make three quick
observations so that I can leave time for my colleagues to ask some
questions. The first is, you stated your budget here, and you stated
your position in some other forums. I would like to ask you about
your immediate superior, the Commander in Chief You cannot
speak for the President of the United States, but you can tell us
whether you have received assurances that the Commander in
Chief supports this budget and will support this budget as those
of us on this committee and other committees and in Congress fight
to preserve the defense budget.

articularly or specifically, we are concerned about maintaining
the overall level, Could you tell us what assurances you have re-
ceived from the President about this budget?

Secretary PERRY. The answer to your guestion is yes, I have re-
ceived such assurances.

Mr. BROWDER, Is the President prepared to assist those of us in
Congress who will fight to maintain this line?

Secretary PERRY. I think that is a question you better ask the
President, what tactics or strategy he would use to implement his
gbjgctive. But he has stated to me his objective is to support this

udget.

Mr. BROWDER. We will ask him, but I want you to tell us what
assurances you have received as Secretary of Defense.

Secretary PERRY. I have discussed the budget with him and his
commitment to the budget, and I have been assured by him that
he has a streng commitment to this budget and will support it.

Mr. BROWDER. Specifically, the question has been raised about
impact aid, I am for impact aid, a lot of us are for impact aid, but
could you specify your position on the effort to take the impact aid
money from the defense budget?
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Secretary PERRY. I am opposed.

Mr. BROWDER. Why?

Secretary PERRY. Because it would be an additional $900 million
reduction in the programs we have already laid out here. Whatever
problems we have been describing in maintaining readiness within
the system are going to be aggravated by another $900 million if
we do that.

Mr. BROWDER. Besides the changes that would gerhaps cause in
the education budget, the money that you would be required to
pay, you would have no control over how that money is spent, is
that right?

Secretary PERRY. In general the principle of administering this
fund and administering education programs being better done b
the Department of Education, I think is a sound principle. I thin
therfl are good government as well as fiscal reasons for being op-
posed to it.

Mr. BROWDER. On the readiness issue, I think you can tell from
the comments that have been made up here that you will after
us—many of us approve of the direction that the numbers are
going in, that you are looking out for readiness in a declining budg-
et. But a lot of us are concerned that these numbers belie what is
really happening. A lot of us are concerned that readiness, despite
these numbers, readiness is suffering, and I would hope that you
would pay attention to these concerns and that you would not be
satisfied with c{ust accepting that the readiness numbers are posi-
tive in this budget.

Third, I would like to talk to you about doing business dif-
ferently. I think it is very important that all of us 50 business dif-
ferently. But I would urge you, as you try to do business dif-
ferently, that you consider a d‘gf'ferent perspective than what I have
seen &0 far coming from the Department of Defense.

What I have seen so far is that there is a bias against the public
sector defense depots. I understand that—you understand that we
have established a task force to study this, and you are directing
that now. But the impression I get is that many people think that
that task force's purpose is to study how we move this work from
the public sector to the private sector.

My understanding is that that is not the purpose of the task
force. The purpose of the task force is to study the entire picture,
80 that we ean do this better.

I don't want to get into the 60/40 fight, because that is getting
too specific. But there is a study in the Defense Department that
I just got a copy of about a month ago, which looked at the work
done by the depots, and it says that the total budget is $13 billion.
When you take out what is core and what is already committed,
the Defense Department’s own study said that there is only about
$1 billion up for grabs. And the conclusion is that that is not
encugh for the private sector to be looking to for its salvation.

So I would hope that you would pay close attention to the fact
that it is not in our national interest to gut the public sector depot
work in order to provide a drop in the bucket to the estimated $100
billion private sector spending.

And finally, Mr. Secretary, in doing business differently, I no-
ticed in the newspaper about a month ago an article about debiting
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the vendors. It said, 20 agency officials gathered in the Old Execu-
tive Office Building and one after another signed a pledge that
holds the potentia% to substantially alter how the government
awards contracts throughout its $200 billion a year procurement
system. Everybody signed that except for a couple of agencies.

I am assuming that the Defense Department si e\f that pledge.
But the common sense view is, as Alice Rivlin said, You mean they
never looked at past performance in contracts before? What is this?
What took the government so long?

I would hope that the Defense Department is not just finally dis-
covering that we need to look at the track record of contractors that
we have been dealing with. We have studied the public sector to
death. Let's take a look at the private sector so that we can start
saving some money and not just keeping—giving contracts over
and over to people who perhaps have not performed well on that.

I know that that is a lot that I have put on you, and I will not
ask you to respond to all of that now, so that other people can ask
their questions, but we are concerned, some of us are concerned
about assuring the President’s support for this budget as-we go
through. We are concerned about readiness, and we are concerned
%hat t] ¢ Defense Department do a goed job in doing business gdif-

erently.

Secretary PERRY. [ will make very quick comments, if I may, to
each of those. Are we out of time?

Chairman SaB0. We have eight Members left. We have about 20
minutes left. I will let you respond in writing, I think, to Mr.
Browder’s comments,

[The information follows:]

This is & good opportunity to disabuse the notion that there is a bias against the
public sector defense depots. On the contrary, it must be emphasized that both the
private and public sectors of the defense maintenance industrial base are essentiel
to the readiness and sustainability of our Armed Forces. The Department has con-
cluded, however, that there is excess capacity in each sector. Qur challenge is to en-
sure that our infrastructure is properly balanced to meet the future force structure

uirements.

he Department supported the direction contained in Section 341 of the FY 1994
Defense Authorization Act that established the Depot Maintenance Task Force. Con-
gress set forth nine very specific tasks to be accomplished by the Task Force. One
of those tasks is to identify functions and activities suitable for in-house and con-
tract accomplishment.The Task Force composition is in balance, from a Government
and Industry g\erspective, and only highly gua]iﬁed people have been invited to par-
ticipate. The Task Force is operating under the auspices of the Defense Science
Board and is conducting its business in an independent fashion.

Chairman SaBo. I would ask the other Members, please, short
questions, short answers, and let’s see if we can get everybody in.

Mr. Smith?

Mr. SMITH OF MICHIGAN. I will try and be as quick as I can.
However these issues are important to America.

Several serious concerns 1 think are important. First, with the
President and Vice President suggesting we reduce 252,000 Federal
positions and Congress agreeing, what is defense’s share of that
252,000 reduction in personnel?

Secretary PERRY. One hundred sixty thousand.

Mr. SMITH OF MICHIGAN. A question on the BRAC process.

Secretary PERRY. That is included in the budget I submitted to
you, that is embodied in this budget, that 160,000 reduction. That
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is not incremental, what I have described to you here. It is already
incorporated.

Mr. SMITH OF MICHIGAN. Let me talk about the BRAC process.
It is important that the BRAC process maintain its credibility. It
is how we have been able to make some of the decisions to close
bases and realign functions.

In Michigan, of course, the BRAC process has closed K. 1. Sawyer
and Wurtsmith Air Force Base. The BRAC commission decided last
year that DOD's recommendation to realign the facilities at the
Federal Center at Battle Creck was inappropriate, and those facili-
ties should stay in that location.

And I would just suggest to you that if we are going to maintain
the credibility of the process with Congress going along with the
decision, it seems reasonable that DOD also go along with that
BRAC conclusion, even when it is against the DOD recommenda-
tion. And I understand that Admiral Straub or the DOD is trying
to circumvent some of those decisions by BRAC in the instance of
the Battle Creek Federal Center.

So I would hope you would look into that. I just think it is impor-
tent that we keep the credibility of BRAC in place. So I just call
that to your attention.

Let me conclude with procurement.

Chairman SaBO. Quickly.

Mr. SMITH OF MICHIGAN. Am I on my second minute?

Chairman SABO. No, you are way beyond.

Mr. FRANK. Does he have to leave at 12:30? Is that the problem?

Chairman SaBO. Yes. The Secretary has to leave at 12:30. -

Mr. FraNK. 1 would hope we could schedule Cabinet officers so
we could all get in questions.

Chairman SABO. The problem is he is in front of several commit-
tees today.

Mr. SMITR OF MICHIGAN. Do you support the panel’s rec-
ommendations on procurement reform?

Secretary PERRY. Yes,

Chairman SABO. Mr, Pomeroy?

Mr. POMEROY. Mr. Secretary, 1 will be as brief and focused as I
can be. I am®going to specifically talk about bomber capability
within the 1995 Department of Defense budget as compared to the
Bottom-Up Review process.

The Bottom-Up Review came up with the 184 bomber strategy,
95 of those being the B-52 bomber. This budget calls for 107 bomb-
ers, about 40 B-52s. It would seem to me that we are dangerously
shortchanging ourselves on the B-52 bomber capability at a time
when we are years away from having the B-1s fully upgraded, or
the B-2s fully on line.

That would seem to me very curious, in light of the fact that over
the years $41 billion has been invested into upgrades on the B-52
aircraft, which is now paid for. We have it. We have paid for it.
We have tested it. We know its capability. In fact, its capabilities
include great range and great mission flexibility, including conven-
tional, nuclear, even maritime capabilities with its mine-seeding
capabilities.

pe——
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So, Mr. Secretary, to draw down to 40 B-52s clearly advocates
2 twin theater role for this aircraft. Do you have a response? Are
you comfortable with that number in this budget?

Secretary PERRY. First of all, on the basic assumption, the Bot-
tom-Up Review did not encompass all aspects of the forces. It had
some unfinished business associated with it, one of which was the
strategic nuclear forces. It explicitly set that aside. Another is the
depot maintenance studies. Those studies when done can be consid-
ered as annexes or appendices to the Bottom-Up Review.

In particular, as you know, we have a Nuclear Posture Review
study in full swing right now. In a few months, we expect to have
a conclusion for that. That will give us a basis for making a final
recommendation on B-52s. The budget figures we have for the B-
52 are place-holders until we get that result. And we are prepared
to revisit the numbers on the B~-52 after we get the results of that
study. We will be prepared to defend that study with the Congress
when we have it done. And it will include both the issue of the
strategic use of the B~52 as well as the conventional,

Mr. POMEROY. A place-holder. For this committee to try and ar-
© rive at the defense budget, what does that mean?

Secretary PERRY. That means that when we submit a budget 5
years ahead of time, we have to make assumptions which as we
perceive we ma{Il find out better judgments to make about those as.
sumptions. In this case, we had not done the Nuclear Posture Re-
view study at the time we did the budget, s0 we had to make an
assumption, an estimate as to what the outcome would be. There
would have been no point in doing the study if we could guess the
answer in the first place.

So the answer to this study may turn out different from what we
have in the fiscal year 1995 budget. If that happens, we will come
back to the Congress and tell you, and I am confident it will be
well before you make a final resolution on the budget.

Mr. POMEROY. My closing observation would he that it would
seem a much greater cost benefit to American taxpayers to con-
tinue a bomber system with demonstrated ongoing capability that
has already been paid for rather than reducs these—severely re-
stricting their strategic deployment options—in favor of bomber
sysiems yet to be built,

Secretary PERRY. That point of view will be very carefully enter-
tained in the study, I can assure you. There are strong advocates
of that point of view in the Pentagon as well as in the Congress.

Mr. POMEROY. Thank you.

Mr. SMITH OF MICHIGAN. May I submit questions in writing to
the Secretary and have those made part of the record?

Chairman SABO. Yes.

[The information follows:]

Question: Next year, about this time, your recommendations on additional base
closures are due to the 1995 Base Realignment and Closure Commission.

Do you support the BRAC process, and in particular, will you and Admiral Straw
support last year's BRAC Commission to maintain the Battle Creek, Michigan oper-
ation in the Federal Center?

Response: The Department ret_::gﬁzes that closing bases is necessary to cut over-
head and maximize readiness within budget constraints. The 1995 closure round is

the last opportunity the Degartment has to take advantage of the extraordinary au-
thorities it has been granted.
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With resgect to the Defense Logistics Agency’s ﬁnﬁons in Battle Creek, the
1990 Base Closure and Realignment Act directs the t-Eu't.ment to consider all mili-
tary installations equally without regard to whether the installation has been pre-
viously considered or proposed for closure or realignment. Given this requirement,
the Defense Logistics Service Center and Defense Reutilization and Marketing Serv-
ice in Battle Creek, Michigan, will be included in the Department’s analysis of in-
stallations during the BRAC 95 process. .

Question: Do you think it is appropriate under “the economic considerations” of
BRAC to include direct DoD expenditures compared to other states?

Response: No, I do not think it is appropriate to include a comparison of each
state’s direct DoD expenditures as one of the economic impact criteria. While the
Department is sensitive to the economic impact its decisions can create in host com-
maunities, the gﬁ.mm focus of the base closure process is national security. In order
to maintain t focus, the final selection criteria must continue to give military
value priority consideraticn.

Question: Would you tirmrlc]e me with a summery of the estimated DoD paﬁ:oll
(total and per capita) that will exist after current BRAC recommendations have
been implemented for each of the fifty states?

Response: The attached table contains estimates of DoD payroll for full-time ac-
tive duty military personnel and appropriated fund, full-time civilian employees by
state (total and per capita) after base closure recommendations from 1988, 1991,
and 1993 are implemented. The estimates are derived by place of work, and there-
fore do net include payroll for military personnel and civilian employees who are
stationed outside of the fifty states and the District of Columbia. Also, the estimates
only take into account the payrol! effects of reducing military forces and civilian em-
p!glyment resulting from the base closure and realignment process.

he estimates have some important limitations that ] would like to call to your
attention. First, I wish to emphasize that the table entries are indeed estimates, not
detailed projections or forecasts. Second, the estimates do not include payments to
retired military personnel and payroll for reserve personnel, national guard person-
nel, and part-time civilian employees. These costs are not readily available on a
state-by-state basis. In addition, the estimates do not include the payroll of Dol
contractors. The Department has no way of estimating the ultimate payroll costs
paid by the prime contractor and any of its sub-contractors.

Estimated DoD Payroll for Full-Time Active Duty Military Personnel and DoD Civilian Employees
That Will Remain Afler BRAC 1988 Through 1993 Actions Have Been Completed

(In Millions)
Esmatsd Pyl Full Tt Mot sl
Time Mxlmv:'ﬂwml ‘:M Dlzgc!:l'ltn:z E:D‘wlﬂr:ﬁ 'Pnj
State . Dol Ciwilan Employses State Resident

Alab $1.545 &b/ ]
Aaska $1.053 $1.800
Asizona - $962 $251
Arh $349 3148
Calidornia $9.268 $300
Colorado $LE22 $467
Connecticut $538 $164
Det $189 $275
District of Columbia $1.114 $1.987
Flotida $2.952 £219
Georgia $3.382 $497
Hawait $2.002 $1.730
ldaho $187 $175
lilinois $1.49] $128
Indiana $787 $139
lowa $105 $37
Kansas $986 §391
Karttucky $159%9 $426
Louisigna §985 $230
Maine 83 $391
Maryisnd $2.579 $525
Massachusett $640 $107
Michigan $433 1

Minnesota $211 7
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Estimated DoD Payrall for Full-Time Active Duty Military Personnel and DoD Civilian Employees
That Wili Remain After BRAC 1988 Through 1993 Actions Have Been Completed—Continued

{In Milligns}
Estimated Payrofl for Full-
Estimated Payroll for Full- - Time Military né! and
Time Military Parsonnet and Dol Civilian Employees Per
State Dol Ciwilian Employees State Resident

Mississipp s $29
Missouri $1.15% $223
Mantzna $165 $200
A $514 $320
Nevada $345 $260
New Hampshi $78 $10
New Jersey $1.210 $163
New Mexico $740 $468
New York 31078 $59
North Carglina $3502 $512
North Dakota $319 $502
Ohio N $1.602 $146
Oktahoma $1.566 $488
Oregon $140 $47
Pennsylvani $1.964 $164
Rhode Island $308 $308
South Carolina $1621 $450
South Dakota $19 1
T $279 $56
Texas $4.519 $256
Utah 10 $424
Vermont. $38 $86
Virginia $8.313 $1.303
Washington $2.632 $512
West Virginia $5¢8 $54
Wiscensin $324 $85
Wyaming $155 $333

Question: As co-chair of the Bipartisan Freshman Task Force on Procurement Re-
form, I am very interested in streamlining procurement. 1 know that you back ef-
forts to reform the way the Pentagon makes its purchases.

Has Davis-Bacon and the Service Contract Act impeded DoD's ability to most effi-
ciently procure new facilities, technologies, and other purchases?

Response: The Department welcomes the efforts of the Bipartisan Freshman Task
Force on Procurement Reform, for as you know [ am very deeply committed to ac-
quisition reform.

The DoD Acquisition Law Advisory Panel (“Section 800" Panel) identified the
Davis-Bacon and the Service Contract Acts as impediments, among other statutory
barriers, to the simplified acquisition of defense purchases. The Department en-
dorsed the recommendation to afford simplified acquisition an exemption from stat-
utes which create ﬁvemment-unique requirements and interfere with established
contractor relationships in the commercial marketplace.

Question: Would you support a modification of the 40% domestic content require-
ment for non-sensitive items?

Response: In general, the Department is supportive of efforts to alleviate problems
associated with the 50% domestic content requirement. We have, in fact, eveloped
proposed amendments to Title 10 which would clarify that the Secretary of Defense
may invoke the public interest exception to the domestic content requirement: (a)
in the interests of national security, &e national technology and industrial base, the
defense mobilization base, and the national technology employment base; (b) to co-
ordinate acquisition activities of the Department with obligations contained in inter-
national agreements and with the acquisition activities of major United States ai-
lies; (c) to ensure access to advanced state-of-the-art commercial technology; or (d)
tc maintain the same source of supply for spare and replacement parts either for
an end item that qualified as an American good or where the integration of the mili-

and commercial industrial base would be impeded.
1&a’ueszion: Would you provide me with your other proposed changes for changing
D procurement?
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Response: There are other changes required to streamline Do) procurement and,

in that regard, I am pleased to provide my February 8, 1994 White Paper on “Acqui-
sition Reform—A Mandate for Change.”

Acquisition Reform
A Mandate For Change

February 9, 1994

Honorable William J. Perry
Secretary of Defense

THE PROBLEM - WHY CHANGE IS NECESSARY

The Post-Cok! War era poses 2 new set of political, economic, and military security
challanges for the United States: regional or imited conflicts; profiferation of weapons of mass
destruction, both nuciear and non-nuclear; risk to its economic weill-being; and the possbls
tailure of democratic reform in the former Soviet Bloc and elsewhers. The President and
Secretary of Defanse are committed to maintaining the U.S. miltary’s edge over opponents.
That means maintaining superior peopls, training, logistics, and weapons system technology —
the advantage the L.S. now has that aliows us to deter aggressicn, and to prevail quicky with
minimum casualties when required to employ foros. The Presidant and Secratary of Defense
are committed to maintaining & iean, high-tech, agite, ready-to-fight military force during & time
in which: the threats are changing and unpredictable; by Fiscal Year {FY) 1997 defense
spending will have declined in real terms by over 40% from FY8S; and advanced technology is
increasingly available 16 the world,

The Department of Defense’s (DoD) Bottom-Up Review provides the vision, and the
blueprint, for meating the security challenges of the post-Cold War workd — responding to
fveats anywhera in the world where U.S. interests are atrisk. In loday's environment the
current process will nol always be able to meet the Department's need. DoD will not be able to
camy out this blueprint, without dramatic changes in its acquisition processes — from
determining what the Department needs, to logistics support and revtiization requirements.

Examples of the Need for Change

It is not difficult to see why change is imperative. Stories Bustrating the need for neform
sbound. For examplé: .

schnclogy. A
neryplion features sought

promercs

with special e

0 A B 3 Ne-Arl
commercial company was planning to introduce a radio

by DeD. Because the item had nol been sold in substantial quantities te the public, i could not
qualify for an exemption to DoD's requirement that the company provide cos! data. Since the
company did not generate such information for their commercial customers, it would have had
i set up a new accounting system lo track and verity the information i it wanied 1o sell the
radios to DoD. 1t coukin't afford to do that. The result was that DoD was stuck buying old
technology while commercial customers bought the new, more capable radios.




having to buy from the next lowest bidder -- for $4.40 per unit, because the low bidder was a
commereial company that refused o disturb its fong-standing subcontractor relationships to
fulfill DoD requirements that a certain percentage ol its subcontractors were small,
disadvantaged businesses. The addiicnal cost to DeD was $107,000 over the life of the
contract.

The Air Force attempted to negetiate a new contract with an aircraft manufacturer to
supply spare pans for it military version of a ial aircrakt. The company was only
manutaciuring the spares in its commerciaf division, which did not meet the requirements for
doing business with the Government. in January, 1988, the company first notified the Air
Force that it wouk! nead a commercial item exemption in order to provide these spares. It took
until June, 1992 -- four and one half years = until the Air Foroe and the company were able to
agree on contract terms and conditions. During that time countiess hours were spent by the
contractor, the Air Force, and OSD personnel aliempting 1o determine which of the 278
clauses in the Air Force contract could be waivad. They finally receiveo waivers on
approximately 11 ciauses. .

Commercial divisions of & major deft lactrons pany simply refuse 1o do
business with the Government. They cite | their cial division
accounting systems cannot provida the cost data required by DoD; they don't want to incur the
added cost of complying with Gevemment-unique terms and conditions; they are wary of
giving the Government the right to audit propristary cost and financial information; and fear
losing their commercial proprietary data and soltware. Because many of these requirements
are required to be “flowed down® by a prime contractor to its subcontractor, and there is ne
exception for inter-company transfers, not only can these divisions not sell to DoD, but they
cannot transfer their parts to divisions of the company that do sell to the Governmen! without
changing their commercial processes to accommodate the Govemment requirements. This
means that the company either cannot use its own company’s semiconductors, or cannot
charge the Government for the components, tacausa the semiconductor division of the
company does not have an approved Government accounting system. One company
projected it will have included over $1,000,000 worth of semiconductors at no cost to the
Government on just two current DoD programs.

; i fi . DoD sent out a solicitation for a
quantity of ant bait expected to cost $25,595, based on the last purchase made. This meant
that DoD had to use the standard, lengthy soficitation procedures rather than exisling
streamlined procedures for "small purchases” - those $25,000 or less. The solicitation was 29
pages long, and it tpok 227 days to award the coniract. As it lumed out, the lowest bid came
in under $25,000. Had the threshold for *small purchases” been higher, the conlracting officer
would have bean able to use simplifisd procedures at the outsat, and the contract could have
been awarded in 27 days instead of 227.

As & 1991 report by the Center for Strategic and Intemationa! Studies, concluded, the
existing acquisition system:

“{R}esults in higher prices to DoD (even when lower-cos! commercial altermatives exist
tor the same requirements}, loss of a broad domestic production base that could be
available to defense for p ime and surge and lack of access to
commercial stale-of-the-ar technologies. Additionally, the wall between engineers and
scientists engaged in commercial and military work impedes the kind of shoukder-to-
shoulder contact that is the essence of technology transfer and that is basic to
achieving greater job stability and growth opportunities for the U.S. work force.”

To meet the new National securlty challenges (political, economic, and military)
DoD must -

« Malntain its technological superiority, and & strong, globally competitive National
industrial base that can support the Natlon’s future defense needs, by being able
fo: : .

~ Rapldly purchase commaercial and other state-of-the-art products and
technology from reliable suppliers who utilize the latest manutacturing and
management techniques;
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— Assistin the conversion of defense-unique companies ic dual-use
production;

= Ald In the transfer of military sechnology to the lal secior; and,

~ Presarve defense-unique core capabilities.
« Reduce acquisition costs {Including DoD's overhead costs) through:
= The sdoption by DeD of busl p istic of world-

class s and suppliers including p that encourage DoD's
suppliers to do the same); and,

= Rellef from the requirement to impose Govemmeni-unique terms and
oonditions on s contractors to the maximum extent practicable.
Maintaining Technological Superiority and A Strong Nationa Industrisl Base

Whiie DeD drove technology Gevelopments in many areas for years, today the pace of
commercial technology advancement in many sectors far exceeds Government sponsored

technology efforts. C cial technology adh s are outpacing DoD sponsored
eflorts in the same seclors that are key underlying technologies for military superiority {e.g.,
puters, software, integrated circuits, ications, and adh d materials). The

cunant devalopment and production of DoD systems takes too long. The design cycie for
commercial technology is approximalely 3-4 years, it DoD it is 8-10 years. Many DoD systems
are technologicaliy obsolescent at the Lime they are fisided.

DoD must have ynimpeded acoess to commercial technologies more quickly than other
eountries # # is to maintain its technological superiority. Yet, many curtent laws and
reguiations are barriers to DoD's purchase of state-of-the-art commercial ilems, the conversion
of defense companies to making commercial products on a competitive basis, and the
integration of the defense and commercial industrial bases.

The following are most olten identified by industry as significant barriers:

« Unique laws and regufations imposed on Government coniractors. such as:
Gor t cost ting standards; the requirement 1o provide product cost data;
record keeping And reporting requirements; audit and oversight requirements; acoess
to competitively sensitive financial data; socio-economic and mandatory source
requirements; requirements. for rights in technical data; security requirements; and
DoD-unique product and process specifications and standards.

« The instability of tha Department's requirements and budget which makes it difficutt to

predict lh: market
«  Imposition of G unique rules on cial sub .
o TheG ts right o inate contracts at will, .
o industry's perception there is & dous risk that & contractor will inadvertently fafl to

comply with a Government nde or reguiation that will lead to eriminal or civil panalties,
and a loss of the company’s good name in the commarcial marketpiace.

Companies that do both ial and G busi often are forced to
sagregate their facitiies to ansure they can track, manitor, and repeit compliance with
Govemment reguirements, and account for inventories of components traceable to
Govemment progress payments and their manufacturing erigin. If the facilities are not
segregated, the need io ensure compliance with Government requirements adds to the
eompany's overhead costs. typically for both miltary and commercial procucts, since once the
tacility has the compliance systems in place they are generally applied to the entire facility.
These additional costs, of course, make the company's il and military products less
competitive in the glebal marketplace.
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In the past many companies were willing to accept these additional costs because of
the targe volume of sales to DoD, and the fact that the Government reimbursed them for the
costs on preducts it purchased. However, as DoD's share of many contractors' sales
continues lo shrink, the companies are often no longer willing to accept the additional costs
and preduction inefficienci tated with complying with Government administ-ative
rgquirements. The cost is 100 high in loday's competitive environment.

The semiconductor market is 4 perfect example of this sitvation. In 1965 DoD
accounted for over 75% of all U.S. semiconductor purchases. By 1995, the Semicoriducior
Industry Association predicts that sales to DoD will be around 1% of all L).S. company sales.
When DoD sales are such a small part of their market, companies are less willing 1o e} the
Government dictate to them the terms and conditions under which they will sell their produdt.
They would rather concentrate on their commercial business or sell their products to the
Government through third parties as a means of avoiiing the unique Government rules and
regulations.

In addition. with a procurement budget that has deckned mote thap 60% in real terms
since FYB5, DoD and the Nation can no longer atford the luxury of maintaining a totally unique
defense industrial base. The sharp decline in delense business, and the resultant mergers,
acquisitions and bankrupicies of defense companies, is ¢ausing a dramatic shrinkage in the
defense industrial base. Delense companies that are now supporting our existing weapons
systems may not exist when we need them in the future. A reconstituted or larger defense
production and logistics capability, if necessary, would have to be based on a Natiopa!
industrial base composed primarily of companies producing commercial or dual-use products,
many of whom do not or will not do business with DoD because they will not alter their
traditional business practices to comply with Govemment-unique rules and tegulations,

Finally, the burden of defanse reductions is felt most sharply by those companies whe
rely heavily on DoD lor the majority of their sales, and small businesses. Those companies
who are most dependant on defense business are laying off hundreds of thousands of
emplayees. This is not a temporary layofi pending an up-swing In the economy. These jobs
are gone for good unless the company can convert to producing for & commercial market that
wil! make up for the decline in defense -business, or adopt her strategy to date
reduced delfense expenditures while remaining 8 DoD-only supplier. Smal! businesses not
only disproportionately feel the loss of business revenue, but afso the unique burdens placed
on Government suppliers. They least of alf can allord to bear the spiliover of additional
overhead costs of doing business with the Government -- the additional employees to ensure
compli lawyers to explain G 1t-unique laws and regulations, and the fepal risks
associated with an inadvertent failure to comply with a rule foreign to commergial business
practice, but reguired when selling to DoD -- onto their commercial products. We must do
evarything in our power 10 remove these burdens.

Reducing Acquisition Costs Through Adoption of Business Practices
Characteristic of World Class Suppliers

The Camegie Commission on Science, Technolegy and Government, using an indirect
measure of the cost of the DoD regulatory sy , calculated that the cverhead, or
management and control costs, associated with the DoD acquisition process were about 40%
of the DaD aoquisition budget, as compared to 5% 1o 15% for commercial firmms. A Radical
Relorm of the Defanse Acquisition Systern {Dacember 1, 1992). This figure includes both the
Government's intemal costs, and the costs bome by DoD contractors and ultimalely
reimbursed by the Govemnment.

An Office of Technology Assessment study pegged the costs of DoD's regulatory maze
at $15 to $75 billion, and concluded that the benefits could not be worth this adgditionat cost.
Holding the Eoge: Maintaining the Defy Tachnology Base, Volume li Appencix, CCGPO
{Aprit 1989). Other studies have indicated that DoD contractors incur agditional costs on
Government contracts. for identical lens being sold to commaercial customers, of about 30%
over their commarcial contracts (.9., Infegrating Commercial and Military Technologies for
Nalional Security: An Agenda for Change, Center lor Strategic and interNational Studies
(Washington, D.C., April 1981)}.
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The problem is that Dolr's acquisition system is a complex web of taws, regulations,
and policies, adopted for taudable reasons over many years. For axample:

«  Military specifications were agopted 10 ensure DoD got a quality product that would
meet the users needs while using 8 procurement process that would aliow it to buy
trom the lowest bidder; and 1o ensure standardization fo enable ease of logistics
suppart;

»  Cost or pricing data requiremenis were established to ensure the Govemment
received the same information the contracior had, for use in negotiating a fair and
reasonable price;

»  Cost Accounting Standards were atopted to provide acoounting criteria that would
result in comparable costs for kke circumstances within 8 company and o ensure
properly all d costs 10 DoD contracts;

+ Checks on the Government's authority were established to in essence "protect the
peopla* (in this case suppliers), from certain Govemment demands, such as the
inappropriate use of fixed-price research and development contracts;

* Rights in Technica! Data have been reguesied 1 ensure the Govemment can
operate, repair and maintain its equipment without fear ¢f being held hostage to &
sole-scurce supplier for spare parts and to oblain additional equipment and spare
parts at reasonable prices through competition; and,

= Laws such as the Davis-Bacon Act, requirements 1o use smafl businesses, and buy
only American-made products, wers adopted to fturther a particular public interest.

While each rule individually has (or had) a purpose for its adoption, and may be
important to the process as a whole, # ofien adds no value 1o the product itself, and when
combined, conirbutes to an overloaged system thal is oten paralyzed and inefectual, and at
best cumbersome and complex, M there were any doubt that the current system exacts a
significant cost in terms of performance, quality, innavation, and prices the Govemment pays,
one need only ask the Government's senior acquisition executives.  In & recent LS. Merit
Systems Protection Board survey, a majority of Senior Executive Service members in the

- Federal Government stated “that the procurement p frequently results in pr
Gecisions that are neither cost sffective nor in the bes! interests of the Govemment.®
Workforcs Quality and Faderal P, t: An A {July 1992).

There are other problems that must be soived. The existing DeD acquisition system —
not unlike that of many companies in the U.S. and around the world = can best be
characterized as an “inlusirial era bureaucracy in an information age.* DoD and many of its
suppliers are stilt practicing many management technigues and philosophies that were
fundamentally developed by Adam Smith and Alired Sioan. These philosophies are based on
the following:

Specializalion, which led 1o ies of scale, as the most efficent way fo produce
products;

» Rigid knes of authority and reporting;
o Creation ol rules or practices 10 8ddress every contingency, if passile;
o Extensive paperwork to document that appropriate actions occumed;

« Detailed design and "how-to” specifications as the only way 1o snsure an accaptable
product, and 1o ensure a “level” playing field for competition;

« inp inspecti audits and reviews as the most etiective means to assure
compliance with the system; and,

» Programming people to conform to blished p o5 d that systems wouk]
be predictable, workable, and safe.
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The resut of these philosophies. however, as authors Michaet Hammer and James
Champy noled in their book, Reenginsering the Corporation: A Manifesto for Business
Ravolution, is a syslem that is less than perfect in today's workd. Systams of this type:

+ Craate functional stove-piping in which ne one person is accountable for an entirs
procass; -

 Resultin so many hand-offs during staffing that errors and waiting time dominate the
system; and,

*  Maka the abifity of any one person to change the process smalf if not impossible.

This system is al least partially to blame for the characterization by one senior service
acquisition official that the DoD acquisition hierarchy had an unquenchable appetite for data
und paperwork, was quick 1o second-guess decisions, and worse yet, revisited decisions
endlassly.

People are encouraged to conform -- to follow the rules, to document their actions, and
10 avoid risk, rather than innavate and use good business judgment. The system rewards
those who follow the rules and avoid risk. And it allows averyone 10 point the finger at
Bomeons else in the process -- Congress points to DoD's management, DoD points to
Congress, and peopie within the Sservices point lo OSD leadership.

The layer upon layer of organizations, ) gis/ati puiati licies and oversight, is
an impediment to Dolrs adoption of business pr that are ¢h istic of world-class
customers and suppliers today. Most companies have begun 1o recognize that in today's world
fiexibility and agility are more important than efficiencies achieved by specialization and other
benefits attributable 10 the old management techniques.

DaD is unlike most commercial companies. i is populated by military and civil servics
personnel who have a difierent personne! system than mosl companies. Senior political
appointees rotate frequently. There i¢ generally no competition or threat 1o the organization's
continued existence. There is no profit and loss sheel -- no “bottom line.* No comrmercial
company is scrutinized iike DoD is scrutinized by Congress and the genera! public. And no
commercial orpanization utilizes the acquisition procass 1o achieve social goals 1o the extent
required of Government agencies.

Yet the critical managernent issues are the same:
»  There are too many people in the organization;
« There are too many regulations;
+ There is resistance to change and a suspicion of process management: and,

» There is considerable "stove-piping” of lunctions and personnel, and massive
coordination réquirements.

Thanks te the ability and dedication of the thousands of acquisition professionals in the
Department of Defense, and the assistance of many contractors, DoD has been able tg
develop and acquire the best weapons and support systems in the world. DoD and contractor
personnsl acoomplished this feat not becayse of the system, but in spite of it. Andf they did so
at a price -- both in terms of the sheer expense to the Nation and eroded public confidence in
the DoD acquisition system. Risa price the Nation can no longer atford to pay.

While there have already been reductions in the acquisition workforce, continuing
reductions in both military and civiian personne! (active duty reduced by 520,000; civilians by
200,000} and the need to reduce DoD's infrastructure mean that thare will be further
reductions in the acquisition workdorcs. DoD cannot accommodate these recluctions without
making changes in the current acquisition process. it must reduce the cost of the axjuisition
process by the elimination of activities that, akhough being performed by Mmany dedicated and
hardworking p l, are not Y or cost effective in today’s envirenment.
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No ona it sugpesting that thers be = wholesale deletion of safeguards that have been
designed to ensure the integrity of the Govemment acquisition process, not the wholesais
ramoval of laws intended t6 further the social policies of this great Nation. Rather, DoD must
advocate 8 balancing of the risk associeted with reducing oversight and the cost to both
industry and the Government of compliance. In the case of social programs, tha costs of

maintaining records 10 ensure compliance must be b against: the contrbution to be
made by requiring compliance when making small purchases; and, the lost opportunities when
eommercial panies and smaft busi are unwilling to change their standard business

practices and contractor relationships in order ko comply with a Government socic-economic
policy imposed only on Govarnment contracliors.

CONCLUSION
Acquisition reform shares 8 common border with many of our mast important

goals: saving the taxpayer money; relnventing Government; strengthening ouwr military;
and Improving our sconemy. To meet these goals In taday’s environment DoD must:

« Be able to rapidly acquire 1a! and other state-of-the-art products and
technology, from relisble suppliers who utilize the latest manufacturing and
management techniques;

+ Assistinthe lon of 1. S. def ig p 1o dusl-um
productlon;

Ald In the transfer of military technology to the commerclal sector;

Preserve defense-unique core capabitities (8.9, submarines, armored vehicies,
snd fighter alrcratt);

Integrate, brosden, and maintain, a National Industria’ base sustained primarily

by cial demand but capable of meeting DoD's needs;

o Be able to adopt busl pr haracteristic of world class customers
and suppliers (Including pr that encoursge DoD's suppliers to do the
same); and

« Ba free 10 stop applying Government-unique terms and conditions on its
eontractors 10 the maximum extent practicable.

Ramoving requirements that are uniguely imposed oh Feders! contractors s the
single most important step DoD, the Adminisiration, snd Congress can take to help
delense contractars compete successfully in todey's global commercial marketplace, to
snsure DoD will have access to a National Industrial base that can meet its needs, to
ensure DoD will have access to the latest state-of-the-art technology, and to assist DoD
In reducing Its scquisition costs.

THE SOLUTION - A VISION FOR THE FUTURE
The Clinton Administration has proposed the first steps in a broad plan to re-invent the
Federal acquisition system. The National Performance Review, jag by Vice President Gore,
provided Federal agencies with the following guidelines for their procurement systems:
«  Move from rigid rules to giding principles (encourags innavation).

«  Gel bureaucracy out of the way (adopt pilot programs ; raise the simplified acquisition
threshold; change Go -uniqus laws 1o exefnpt certain types of acquisitions).

« Give ine managers more suthority and accountabiity (reward resuhs, not just
compliance with rules; focus on the customer).

+ Give line managers expanded access lo competitive sources of supply (use purchase
cards).
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« Foster competition, commaercial practices, and excellence of vendor performance
(increase reliance on the ial marketplace; integ the industrial base;
increase use of electronic commaérce; increass use of contractor past performance).

These guidelines go hand-in-hand with the President's plan for ic development
in the technology sector -- an issue critical to the maintenance of a National industrial base that
can provide DoD with state-of-the-art technology. Technology far America’s Economic Growth,
A New Diroction to Build Economic Strength, tasks the Federal Government to reform its
procurement policies by:

* Giving priority to commercial specifications and products.

s Investing in new technologies to facititate their commercialization.

+ Procuring innovative products and services incorporating leading edge technologies.
« Evalualing bids and proposals on a life-cycle basis rather than initiai acquisition price.

» Limiting Govarnmeant acquisition of rights in technical data.

« Using performance based contracting gies that give s design freedom
and financial incentives to be innevative and efficient.

Using these guidelines, and the recom dations of the Advisory Fanel on
Steamiining and Codifying Acquisition Laws (Section 800 Panel) - which are the cornerstone
of DoD's legislative proposal - as well as recommendations from the Defense Science Boarg,
numsrous commissions, and experts within the Department, DoD has developed its vision of a
re-engineered acquisition system. This vision cannot be achieved through process
improvement only. Because the world in which DoD now must operate has changed beyond
the limits of the existing acquisition system's ability to adjust o evolve -- the system must be
totally re-engineored. If DoD is going to be capable of responding to the demands of the next
decade, there must be a fully pl d. fund. | re-engineering or re-invention of each
segment of the aocquisition process.

HOW TO RE-ENGINEER THE ACQUISITION SYSTEM
(FOCUS AREAS)

The re-engineering process is optimally viewed through the framework of: how DoD
cdetermines what to buy; the aequisition process as a whole (with emphasis on major systems
acquisition); how DoD protures or buys items; and, under what terms and conditions DaD
negotiates with its suppliers. These issues must be considered in terms of DoD's need 1o
maintain the United States’ technologica! superiority and a strong, globally competitive National
industrial base, while reducing its acquisition costs.

The following is an outline of the goals for the re-engineered system, listed in deciining
level of priority within each category — in terms of the benefit to be achieved by changing the
process, and the ease o difficulty in addressing the issue successfully. Following the goal are
processes that must be examined or iniliatives 10 be pursued, specific problems that have
been raised, and any proposed solutions fo achieve the goal that have been identified. This
kst is illustrative, not exclusive, and the priorities will likely change over time. Charters and
schedules will be developed for Process Action Teams or Working Groups to address each of

. these and the many othet issues which will require attention as the acquisition process is

tundamentally restructured,

Requlirements Determination and Resource Allocation {what to buy)

= Strengthen and enforce the preference for commereial lems and ensure that requiremnents
for systems, sub-sy . and non-sysi Quisitions {inciuding services) are stated in
terms of required performance; and ensure that DoD:unique product specifications that inhibit
the purchase of commercial items (either systems, sub-systems, components, of services) or
dictate fo a contractor how to produce a product or provide a service are not used, ynless
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DoD-unique product of process specifications of standards are the phly practica’ way 10 ensure
the users needs are met. !

+ Ensure the translation of mission needs/requirements into stable, sffordable, environmentally
sound, technically faasible, and best value soiutions to a deficiency in current military capability
of an emerging nead, through a regxamination of the way DoD allocates its resources and
establishes its needsrequirsments. This process ly passes an m of
cost, schedule, and performance risks, as weil as National industria! base considerations.

— Analyze the PPBS, DAB, JROC, DPRB, and overall requirements determination
processes (including an assessment of the use of simulation as & tool to facilitate
formulation and re-svaluation of requir during the soquisition process).

« Provide for the timely infusion of new technology o that new and exisling systems are
fielded with the latest technology available. - -

~ Utitize prototyping and imited fabrication of sd d 8y to i
produchility and operational etfectiveness; and. evoktionary development and infusion
of new capabilities in long-lerm stable production progr where apacity is
minimized, and lean, agile, production processes are encouraged.

+ Provide for the apgropriate participation of potential suppiiers in DoD process action teams
and working groups beginning at the earliest point in the cycle — when establishing the system
requirements.

« Allow DoD 1o leverage Hs investment with that of the private sector (a critical factor given the
reduction in the delense budget).

— Support increased use of dual-use technologies and sharing of technology with the
commercial secter (improve DoD's ability to develop and transfer technology from
defenss taboratories to commercial companies).

[l [ of cial products.

DoD Acquisition Process (how we buy)

. line the acquisttion p focus on conti process improvament, and ensure
that the aoquisilion process is responsive to customer needs in a timely fashion.

~ Ensure that DoD organizations (with the plion of those organizations whose

mission is to perform inspection), are valus-added team participants, not inspectors,
both in relation to other organizations in the Department, and with respect to DoD's

suppliers.

~ Shilt from a management philosophy that attempts to achiave high quality and
performance through after-the-fact inspections, fo one that prevers defects through
controling its processes, and reviewing the process controts of its contractors (focus on
process control rather than hands-on inspections).

~ Ensure that oversight, testing, and inspection (both internal and external], wher:
necessary o ensuré fi with enunciated policies or requi are
performed in the leas! obtrusive manner necessary o add value & either the overal!
procass or the particular sequisition, consistent with the risk of impact 1o the

G in the ab of such ight, .

= Ensure that reporting requi , when y to ensure compiiance with
policy, Inciude requirements for dirta that alreadly exists and can be collected without
undus additional administrative burdens, to the maximum extent practicable.

— Ensun that policies and processes ane structured so that the fewest number of
peopis am involved in a given process, and the need for reconciliation or coordination
is minimized.




AT0
65

= Ba able to balance the need for a particular pelicy or law to protect or further a
Government interast with the need for efiiciency and cost savings, and with the noed 1o
itnovate and manage risk rather than avoid it {(DoD cannot afford to maintain a
"perfact’ sysiem).

+ Provide incentives for acquisition personne! to innovate, while providing appropriate
guidance and the banefit of “lessons leamed” in the past.

~ Tailor acquisition policies and processes to the type of acquisition {e.g.. commercial
ttems, research, development, major systems acquisitions with little risk, with significant
technical risk), rather than the current “gne-size-fits-all* or *menu® approach, provide
“alternative acceptable approaches® rather than mandatory policies (10 ensure
acquisition decision makers are provided additional guidance on appropriateness of
cenain clauses and requirernents), and provide as much Quidance as pessible in the
FAR or DFARS rather than individua} organizational supplements,

- Increase teamwork and cooperation 1o ensure sharing of lessons learned® and
prevent “reinventing the wheel® within the Govemment and industry.

+ Be more flexible and agile to be able to respond to the constantly changing threat and the
pace of technology advancements. DoD needs to develop the most efficient, timely, and
affactive means of acquiring state-of-the-art goods and services 1o meet its needs at the best
value 10 the Government (in the most cost-effective manner, over the lite-cycle of the product
or service), while protecting the public trust, and enhanci g certain G oc ic
poals ~ such as increasad small and disadvantaged participation in the DoD mark ip

= Adoption of new acquisition strategies not geared leward full-rate production of all
systems in research or development (.g., limited production, roll-over plus, silver bullet
strategies; lean production; concurrent engineering; fiat production rates; and
integrated product and process development),

« Provide more funding stability and flexibility 1o manage programs ir: the best manner
possible.

- Develop innovative methods of funding that would alleviate inappropriate impact on
program management (e.g., limiting use of concurrent engineering) caused by rigid
fules regarding utilization of funding saurces (e.g., anti-deficiency rules; *color of
money" issues; eic.).

~ Reduce unexpecled program budget changes.

* Encourage innovation in products and practices, both in Govemment and industry , even i it
will result in occasional mistakes,

- Switch from serial design and production to a concurrent processes wiith integrated
functional teams, through increased wse of Integrated Product and Process
Development, aoncurrent engineering, agile manufacturing techniques, information
technology, statistical process control, and other commercial practices),

- Encourage risk

G rather than tisk avoidance. -
* Ensure that reductions in the acquisition infrastructure, including personnel and
organizational changes, are made on the basis of changes in the acquisition process, rather
than to reach arbitrary targets.
* Substantially reduce the time it takes to acquire products and services,

- Streamiine the source selection process for major systems,

* Make maximum use of technology 1o facilitate and enable re-engineering of the acquisition
process,

* Establish clear measurements of system responisiveness,
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« Eliminate functional stove-pipes and replace them with integrated decision teams that
provida the necessary cross section of functional expertise to address and resolve prog
igsues sf the lowest possible management level.

« Empower people by providing spproprigte sducation and training, moving decisions to the
lowest lavel possible, and providing appropriate guidance, not rules.

Contract Tarms and Cenditions

DoD Must:

+ Adopt the pringipie that. to the maximum extent practicable, the Govemment shall not
impose on its contractors of sub any faw, regulation, policy, peactice, process, or
procadure, dard, specification ("terms and conditions”). that is unique to the Govemment,
when purchasing & commercial tem.

« Adop! the principle that, to the maximum extert practicable, the Government shall impose on
its contractors and sub ctors no G t-unique terms and conditions, uniess: that
particular aspect of the buyer-seller relationship is not adeguately ‘regulated” by market forces;
the financial and sthical integrity of the Government acquisition process is not adequetely

p d; or, the furth of National ic policies justify the use of a Govemment-
unigue term or condition. K s0, there shoukd bsa g of the G "' i with
e cost to the (Government and industry of applying the Government-unique provision.

« Ensure that it buys on the basis of best-value and rewards past contractor performance.

« Avoi cost analysis and utilize markel-based toots other than direct competition between like
produtts, to detarmine a fair and reasonable price {¢.g.. comparison of price of new
teaakihrough technology with cost of technology that would be replaced; or comparison with
shemalive options to salisfy & need other than through tha acquisition of that particutar ftem).
Transition trom a cost-based system (primarity focused on justifying costs, nol reducing them)
to a price- or value-based syslem (price based on value tc the customer - whatever the
market will ear) to the maximum extefit possible.

MAKING REFORM A REALITY

Because of its complexity, 8 major overhaul of the acquisition system can not happen
evernight. Many before have tried lo fundamentally change the system and failed. The key 1o
success is, that in addition 1o ientitying the need for change, daveloping propesals for
changs, and enunciating the guiding printiples for 8 new acquisition system, DoD's current
senior leadership is committed to ensuring that changes will be accepted and institutionalized.

A Deputy Under Secretary of Delense for Acquisition Reform {DUSD{AR]) has been
appointed to be the focal point for the o P and imp Hation of & coherent and
practical step-by-step plan for re-engineering each and avery segment of the acquisition
systern. The DUSD(AR) has a smafi dedicated professional sta¥ to lead and coordinate efforts
10 address the priofity chanpe areas identified by the Depariment’s senior management The
Office of the DUSD{AR) witl also follow-up to ensure implementation of recommended
changes. The stal is purposely smal 1o foster reliance on integrated decision 1eAms made up
of individuals who are actively involved in the day-to-day scquisition process, and who are in
the best position to develop specific plans for change.

The DUSD{AR) chairs a DoD Acquisition Reform Senior Sweering Group, comprised of

the Vice Chairman of the Jeint Chiets of Statt; the DoD General C I; the DoD Comp! d
the Director, Detanse Ressarch and Engineering: the Director, Program Analysis and
Evaluation; the Assistant Secretary for C d, Convol, C ications and Inteligence;

Director of the Defense Contract Auckt Agency: the DoD inspector General, tha Directors of
Defense Procuretent and Acquisition Pragram integration; the Service Acquisition Executives;
the Direclor, Defense Logistics Agency (or individuals authorized 1o act on their behall in
p ting the position of their organization), The Steering Group members make
dations on proposed acquistiion refarm goals and objectives. further identify areas




for change, assist in establishing pricrities, designate experts from their activities to serve on
process action teams and working groups, make recommendations to the DUSD(AR) on
issues that could not be resolved by the teams, coerdinale proposed aclions within their
organizations, and ensure implementation of final plans of action within their organizations.

Members from other organizations with aequisition authority or interest have been
invited as advisors to the Steering Group, including: other DoD agencies with acquisition
authority; the Assistant te the Secretary of Dels {Legislative Affairs); the Assi to the
Secrotary of Defense (Public Affairs); the Det Systems Manag College; the
Director, Delense Performance Review; the Director, Acquisition Education, Training and
Career Development; the Director of Operational Test and Evaluation; the Director, Test and
Evaluation; the Assistant Secretary (Economi¢ Security); the DUSD (Environmental Secunity);
the DUSD (Logistics); and, the Director, CALS and EDI. By invitation, the following
organizations will ba asked to participate when common interests converge: representatives
from other interested DoD activities; Heads of Contracting Activities; Program Executive
Oftficers and Program Managers; C ders of the Service Commodity Commands (e.g.,
ESC, ASC, TACOM, MICOM, NAVSEA, SPAWAR); othar Faderal Agencies and entities (such
s the Office of Federal Procurement Policy, the National Economic Council, and the National
Performance Review Team); and Congress.

Process Action Teams (PATs) and working groups, which will be utilized to develop re-
engineering plans, and are key to the success of the acquisition relorm etfort, will be
integrated decision teams -- cross-functional, cross-service and cross-agency. They will be
responsible for:

« Analyzing a current practice;

* ldentitying the costs (money, tirme, persannel} iated with that p

« Identifying "interested or eifected parties™ and consulting with them about the practice,
atemative approaches, preferred solutions, etc.;

¢ Identitying atemative approaches consistent with the principles of the new acquisition
system;

= identitying incentives o encourage change to the new practice or process;

« Recommending the best option for addressing the issue, after identitying the ease or
difficulty of adoption of a preferred option;

+ Developing any new legistative, regulatory, policy, or administrative changes required to
implement proposed options;

+ Developing measures of success in making the changes so DoD can track progress;

+ Developing spacific implementation plans (specific actions, time in which to complete
them, etc., induding training of DoD persennel; and

« Developing a process for follow-up to ensure the changes have been institutionalized
(in particular to identity incentives and other mechanisms to ensure change 1o, and
compliance with, the naw processes and procedures, as well as an organizational
structure to supervise implermentation of the plan).

The process action teams and working groups will include operational experts and staff
advisors {as identified by the DoD Steering Group) from OSD, the Military Depariments, and
the Defense Agencies. The teams will also seek advice and participation from other Federal
Agencies, Congressional effices, and industry as appropriate.

Finglly, whils the DUSD{AR) examines ways to re-enpineer DoD's business processes,
other DoD components will continue to pursue changes in policies, practices, and regulations
to make the existing system tunction more efectively. These eforts will be coordinated with
the DUSD (AR), either directly or through their Steering Group member, to ensure changes are

i with the app hes being p d by the Acquisition Reform office.

Jponenty
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MPLEMENTATION

DoD began the process of reform by targeting certain segments of the acquisition
system that promise to yield immediate and substantial improvements in the critical areas
outiined above. Acquisition reform priorities will evolve as DoD continues to interlace with
eiher organizations and entities conducting related efiorts, such as the Vice Presidents
National Performance Review, the Nationa! Econemic Councll (working defense conversion),
and the Defense Science Board Task Force on Acquisition Streamlining, among others, and as
the DUSD{AR} consulis with the DoD Acquisition Reform Senior Steering Group.

Many of the DoD initiatives wil also require coordination with and support from other
agencies, such as the Department of Labor, the Small Business Administration, and various
inlarest groups, such as industry, labor unions, and minority businesses. - In addition, many of
the initiatives could attect the entire Federa! Govemment. DoD will work with the Office of
Management and Sudget, the Office of Federal Procurement Policy, and other Federal
agencigs with major pracurament respongibilities, including National Asronautics and Space
Administration, General Services Administration, and the Department of Energy to ensure thal,
when appropriate, acquisition reform initiatives are applied consistently throughout the
Govemment.

The first initiative was to develop a DoD position on all of the recommendations for
legislative change contained in the 1800 page Section 800 Panel report (chanered by
Congress in Section 800 of the National Delense Autherization Act lor Fiscal Year 1991, P.L.
101-510). Given the number and complexity of the issues, developing that consensus as soon
a5 # was accomplished is a tribute to the interest and dedication % acquisition relorm of
personnel throughout the Department.

Dol placad particular emphasis on two Section 800 proposals: the removal of
impediments to the acquisition of commercial products by waiving Government-unique
legistative requirements; and, streamlining the acquisilion process by increasing the small
parchase threshold to $100,000, while also raising to $100,000 thresholds for application of
legistative provisions that apply only to Federal contractors, The remainder of the
recommendations fall within the following categories: Contract Formation; Contract
Administration; Major Systems and Testing Statutes; Defense Trade and Cooperation;
Intellectual Property Rights; Contracting tor Commercial Activities; Service Specilic Acquisition
iaws; and, Standards of Conduct.

After reaching a consensus intemally, DoD began working with the Ctfice of

Management and Budgel (OMB), the Office of Federal Procurement Policy, the General

2+ Services Administration, and Vice-President Gore's National Performance Review (NPR) stati
‘on developing proposed legis'ation expanding the Section 800 recommendalions 10 inciude all
Governmant agenciss, and including legisiative scguigition propesals from the NPR repert. To
avoid confusion, the Administration decided not 1o intreduce its bifl, but instead, to work within
tha framawork of the bilis that had already been introduced or were ready fof introduction at
tha time - S. 1587 and M.R. 2238. The process of exploring proposed aliernative solutions to
various issues in theJegislative proposals (now including H.R, 3586, 5. 1598, and the
proposed Conyers/Clinger amendment to H.R, 2400} is pr ding, Hearings are scheduled
in various House and Senate Committees throughout February 1994.

in addition, Congress had requested tha submission of plot program tandidates in

Section 808 of tha National Defensa Authorization Act for Fiscal Year 1991, Public Law 101.
510, and in hearings during 1853. A proposed Pilot Program bill encompassing seven
programs, was l,pprovnd by the Administration lnd sent to C-omnst & lew weeks before the
end of the last session, The candic dare: C | Derivative Aircratt (CDA);
Commercial Denvative Engines {CDE}): eerwn troop suppor! items at the Detense Personnal
Support Cenier {DPSC); Joint Primary Training Aircratt System {JPATS); Joint Direct Attack
Munition (JDAM); Fire Support Combined Armms Tactical Trainer (FSCATT); and Global Gnd.
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The pilot programs are critical because they would “jump start” acquisition reform by
aliowing DoD to immadiately buy certain commercial and commercial-ike items using
commercial practices (while awaiting implementation of the larger legisiative effort). Itis
essential that DoD continues fo press lor-adoption of pilot program autherization because the
proposed bill requests legislative relief that is unigue 1o the systems acquisition process, and
has not been considered 1o the extent other recommendations have been (these laws were not
revigwad by the Section 800 panel). Finally, even i the “Section BOO" broader reform package
is enacted, it will take some time for regulations to be revised and personnel o be trained.
Putting the pilot programs in placa now will achieve savings earfier while also keeping the
momentum for change. In the interim OSD is reviewing and approving (to the maximum extent
apptopriate) recommendations from the program offices or organizations for regulatory relief to
assist them in utilizing commercial products and processes,

oD also participated in the National Performance Review (NPR) effort by developing
s strategy and action plan retating to Acquisition Reform high priority issues. This was done
as part of the Defense Performance Review. The teport is expected to be released by the
White House in the very near luiure.

Finally, DoD formed two PATS, cor o! 8 cross-functional and cross-service and
8gency, mix of individuals. The first PAT developed a time-phased plan for a 6-month, 12-
month, and 24-month implementation of a standard Electronic Commerce/Electronic Data
Interchange system for Dol small purchases. The plan provides “one face to industry,” and
utitizes commercially available software, for processing contract actions under the small-
purchase threshold, This system will allow vendors to conneci with commercial Value Added
Networks, that will access the entire DoD System at one primary and one backup site, angd
receive data on all planned purchases. The vendor will be able to provide a quote
electronically, and the Government to make an award el ically, Individuat sy
already in place in the Services and DLA have shown tremendous improvements in
productivity, prices, and small bysiness participation. DoD-wide implementation will began in
February 1994, DoD is also co-chair, with GSA, of the Governmenl-wide EC/ED! team
established by the Administrator of OFPP pursuant fo the President's October 26, 1993,
Executive Memorandum. This will assure DoD and other Federal agancy EC/EDI eforts are
accomplished in 2 complementary fashion.

The second PAT is addressing the issue of military-unique product and process
specifications and standards. This issue is one of the most diffieult and complex issues facing
DoD. The team was tasked to analyze why Govemment specifications and standards continug
to ba preferred despite the current (at least three year old) policy preference for commercial
standards, and develop a plan to impl 1! & preference for cial and performance
standards and spacifications unless a Govemment-unique product specification or precess
standard is the only practical alternative to ensure 2 product or service will meet the yser's
needs. The PAT's draft repont, which includes a detailed and torward-thinking pian of action, is
being circulated within DoD for . Resolution of all , and prasentation of the
fial report, including recommended actions, to the Under Secretaty of Defense (Acquisition &
Technology), will be accomplished by the end of February.

Additional PATs.and working groups will b formed throughout 1984 to address other
issues critical to re-engineering of the acquisition process.

2/09/94 (Final)
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Mr. POMEROY. Mr. Chairman, I would like to ask unanimous con-
sent to put in a letter from the North Dakota delegation on the
issue.

Chairman SaBo. Yes.

[The information follows:]

BYRON L DORGAN
NORTH DAXOTA 21 PO oG
T12 WY MESG
SABETON OC 206 L3amn
201111801
WIAA-AI 18 TR

m:‘m & Mapronanon aamm 5IEIB 5mrz e

v o RAAD) WG RANDT
fosariiebudivge-ins i WASHINGTON. DC 205 10-3405 Pt
haneily ik et 4T STRERT MDOW 108
— s January 18, 1954 Ahao osmy. s b2
T DA YT

b ST ETREEY, .. 0w TR
—T wo 18701

The Honorable Anthony Leke oAl
Assistant to the President for National Sacurity Affairs

0ld Executive Qffice Building

Washington, D.C. 20506

Dear Mr. Lake:

We write to express our very strong oppositich to a
provision in the proposed Fiscal Year 1995 Defense Budget that
cuts the number of B-52H bombers from 95 to fewer than ED. We
contend that such a reduction would undarcut the Air Force’s own
stated force reguirements and leave our military with inadegquate
capapiljties to respond affectively to threats around the world.

Retaining at least 74 B-52H bombers meets essential defense
reguirements by providing the current capability, range, payload,
flexibility, cost-effectiveness, and peolitical-military value
that other bombars and tactical aircraft cannot cffer. Despite
many years of service, the B-52 still continues to play a
virtually irreplaceable role in our natjonal defense.

. Prgsent Capsbilitv. The B-52 has an impressive conventicnal
capakility and provides a credible nuclear deterrent. The Air
Force’s 1992 Bomber Roadmap statas: "Bombers can provide the
tools for an initial response or a precisiocn strike ... or deploy
forward for & show of force. For campaigns of greater duration,
bonbers can deliver mass as well as precision. Closing more
bases cverseas will incresase our dependence on long-legged
bombers to rgspond to zny threat arcund the globe."

The September 1993 Bottom-Up Review of U.S. defense
requirenents called for 2 force structure of "up to" 184 bombers,
of which 95 would be B-52Hs. The Bottem~Up Review also concluded
that the nation needed 100 "depleoyakle” Air Forca heavy bombers
fer a single major regisnal conflict (MRC). A sacond MRC would
require even more bombers. Yet the Departzent cof Defense may
recommend reducing the heavy bomber force to 140 aircraft or
lass. Cutting the B-52 force in half would leave us with $6
B-1Bs, 20 B-2s, and less than 50 B-52Hs, not anough tc meat tae
esnventional force requiramants for ths two MRCs == lat alohe
carry out assigned strategic missions.

A recent GAO report, Strategic Boabers: Adding Conventional
Capabilities Will Be Cozplex, Time-consuming, and Costly, states:
Wcurrently, the B-52 provides most of the bomber force’s
conventional capability. While the P-1B has certain capabilities
and features that the 3-52 bombers do not havae, it currently has
less conventional capability than the B~52 and has oparational
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problems that must be resolved before it can be expected to be
the backbone of the bomber force.”

In fact, Congress was so concerned about the B-1B‘s ability
to meet its conventional requirements that, in the FY 19%4
Defense Authorization Bill, it directed the Air Force to test the
capability and readiness of the BE-1B force. That test, not
completed until late 1995, will reveal much about the B-1B‘s
ability to carry out the conventional bomber mission. The Air
Force Zomber Roadmap indicates that the B-iB will not be fully
upgraded for conventional missions until at Jeast 2004. What
homber will the U.S. depend on until then? What if the-EB-1B
fajils the test?

Moreover, the B-2 was designed as both a nuclear and
cohventional komber. But, according to the Air Force Bomber
Roadmap, the B-2 will neot be fully operational for at least
another decade.

The greater capability the B-52 provides over B-1 and B-2
bombers, and tac.ical fighter~bombers such as the F-3i5f and
F-111, depends as well oh range, paylocad, flexibility, cost and
other factors.

Bange. The capability of U.S. bombers to attack anywhere in
the world fror bases in the continental U.5. is critical,
especially as the U.S. reduces the number of its overseas bases.
The E-52H has an unrefueled range of more than 10,000 miles.

This enakles the aireraft to respond guickly and project combat
power worldwide from bases within the United States. With aerial
refueling, its combat range is virtually unlimited. By
comparisen, the F-1l1l's maximum unrefueled range with internal
fuel is 2,925 miles. ‘The F-1SE’s maximum unrefueled range with
internal fuel is 2,765 miles. Aerial refueling can extend these
ranges significantly, but the costs in numbers of tanker aircratt
required, number of refuelings required, and forward basing of
those tankers make such operations difficult, if not impossible.

Without extensive air refueling, tactical fighter-bombers
would require basing in or near their theater of cperations to be
combat effective. During Desert Storm we had long lead times for
deployment, a favcrable political climate, and a well develcoped
theater infrastructure. We cannot always count on this luxury.

Eavload, Desert Storm proved that there is a still a valid
role for conventicnally-armed heavy bombers. During Desert Storm
the B-52 flew just over 3 percent of the total combat sorties but
dropped 30 percent of munitions tonnage released. The B-52 can
deliver eight types of general-purpose gravity bombs and twelve
types of special-purpose bombs, inciuding two xinds of laser-
guided bombs. +A single B~52 can carry up to 51 conventional
gravity munitions weighing up to 50,000 pounds.

B-32Gs also employ the Have Nap precision stand-off ground-
attack missile. This capability will be transferred to the B-52Hs
as the ¢ meodels are retired. Air Force plans call for 47 B-52Hs
to be modified to carry new precisicn-quided munitions such as
the projected tri-service standoff attack missile (TSSAM) and a
future joint-service direct attack missile (JDAM) .,

The B-52H is the cnly Alr Force bomber with a credible
maritime role. In addition to delivering 12 different types of
sea mines, the B-52H will be modified te employ Harpeon anti-ship
missiles as the B-52G models leave_gctive service.

In contrast, the B-l is now certified to deliver only one
type of conventional bomb. The full conventional capability of
the B-1 will not be realized until well intc the next century.
The B-1 capability is further reduced by loading times of up to
40 hours per aircraft and its problems with collisions between
conventional weapons during low-altitude releasas,

Tactical fighter-bombers carry a mix of weapons, including
conventional gravity bembs, current rrecisien-guided munitions,
and future standoff attack weapons (TSSAM and JDAM). Compared to

re—y



&t

the B~52, howsver, the number of weapons carried by fighter-
bomnbers is limited. The F=15F and the F~111 can carry up to
24,000 or 25,000 pounds of external ordnance, respectively (vs.
the B-52's 50,000 1lhs). External fuel tanks (necassary to
achieve any credible range or combat radius), air-to-air weapons
or other squipment carried on external stations reduce the bomb
lcad.

i . Complementary to their conventional
capability, B-52s also form a crucial leg of the U.S. nuclear
triad. As a matter of fact, the BE~52 is the only heavy bouber
currently tasked to carry out nuclear missions. B-525 also
provide system flexikility unavailable to land- and sea-baged
missiles which cannot be recalled, retargeted, and relocated on a
RCEENt‘s notice.

The B-52 is the only U.S. bomber squipped to daliver air
launched cruise missiles (ALCM). START II trsaty provisions
prohibit fielding the ALCM o the B-1 and B-2. Operation Dasert
Storm proved the impertance of these stand-off weapons, B-52s
opened the air war against Irag when they fired highly accurate
ALCMs modified with conventional warheads against high-priority
targets in Iraqg.

Costs. The B-52 has been extensively modified over the
decades of the Cold War ara to keep pace with tachnological
advances in navigation, bombing accuracy, and aircraft
survivability. Over $41 billion has beaen spent on the
development, procursment, modernization, and service life
extansion of the B-52 fleet.

This sunk cost represents an investment that provides a
hedge against delays, cost overrums, and technical difficulties
in fielding the next generation of long-range aircraft. Unlike
Weapons SYSLems not Yet purchased -- guch as the Trident I --
the B-52 bombpers are fully paid for.

jvical-milit The United States is currently
the only nation in the world capable of exploying long-range,
sirategic aircraf:t such as the B-52. While not easily measured,
the political izpact that this capability affords is a national
as5set that should not be relinguished or diminished. The B-52

has been used for combat operations as well as shows of fcrce to -

surrort diplomatic initiatives on numarcug occasiens throughout
the world. There is no reason to suppose that such ccrasions
will not centinue to arise in the years ahead.

Clearly, the budget comstraints imposed by the Congress and
the Administraticn reguire difficult choices. However, given the
uncertainty abecut the future of Russia and the continuing
potential to; security concerns in the Third World, it is unwisze
for the U.S. to apendeon much of its conventional and nuclear
lorg-range bomber capability for the next decade. The
capabilities of the B-52 and the modest cost of operating and
majntaining a strong B«52 fleet surely offset the greater risk of
retiring half of this combat-proven system before replacement
systems become fully operational.

Consequently, we urge yocu to retain at lsast 74 B-S53H
boobers. Again, we should not make budget decisions that produce
relatively insignificant savings -- enly $140 million per year —-
in comparison to the greater security risks that arise.

Sincerely,

KENT CONRAD
d States Senator

FON? L. DORGAN
United States Senator

r-



Chairman SaBo. Mr. Orton?

Mr. ORTON. Welcome, Mr. Secretary. We are pleased to have you
heading up the Department of Defense.

have a question I would like to raise to you, and I will have
to grovide more detail and submit it to you in writing for a true
understanding and response to my question. But I am very con-
cerned, as you are, with maintaining the commercial ca ability
within the defense industry, as well as being able to accompﬁsh the
defense conversion that is going to be necessary over the next sev-
eral years.

I have one example. In my district is a company that produces
graphite fiber, which has been used in a number of different weap-
ons systems. In order to ensure the Defense Department that a cer-
tain quality or a certain quantity of that fiber is available, and in
order to ensure specific very stringent quality standards, the com-
pany was required by the Department o? Defense to invest substan-
tial amounts of capital, and to in fact be able to oversupply.

As a result, their capital costs now are so high to amortize their
equipment against the production eapability, that the company
simply cannot produce tﬁe fiber for as low a cost as the fiber is
available on the commercial market.

So what we are looking at doing is recommending a defense con-
version tax credit that would allow a more rapid amortization of
these increased capital costs against additional commercial revenue
that the company made be abF
the Treasury Department. If the company is able to convert to a
commercial product and generate more jobs and more revenues,
they would be allowed more rapid amortization of that previous de-
fense capital cost.

Tam wonderinilif anyone in the Department of Defense or Treas-
ury has been looking at this, anyone that I could coordinate with
on developing that kind of an approach, because I believe reality
is, if we are going to expect our defense industries to be able to con-
vert to commercial products and compete, we are going to have to
do something about allowing them the amortization of those excess
capital costs necessary to produce the quality and quantity that we
exgected for military products.

ecretary PERRY. I haven't heard of that proposal, but I will be
very happy to look into it. It sounds like an interesting idea.

Mr. ORTON. I will submit more details to you in writing. I would
like to work with the administration on developing this idea, be-
cause clearly if we expect these companies to compete in the com-
mercial market, we can’t expect them to amortize out many of
these costs that were incurred specifically to meet the requirements
of a growing military industry.

Thank you, Mr. Chairman,

Chairman SaBo. Mr. Cox?

Mr. Cox. Thank you, Mr. Chairman.

Beginning in the spring of 1993, there commenced public discus-
sion of what intelligence analysts had been looking at for a long
time, That was the possibility that North Korea was moving to-
ward development of a nuclear device.

By the end of 1993, analysts were suspecting that North Korea
may have produced a number of weapons, leading the United

e to develop, thus costing nothing to

ey
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_States to consider a preemptive strike against North Korea's nu-
clear capacity in the same way Israel took out Saddam Hussein’s
nuclear reactor. That is a dramatic proposal, but it is suggested be-
cause the alternative, which is waiting until North Korea is free to
?randish nuclear weapons, would leave the United States defense-
ess.

I don’t expect you to comment on intelligence analysis in re-
sponse to my question. But even if we were to take the dramatic
step of a preemptive strike, it would be just & matter of time before
other Third World countries got their hands on nuclear devices.
Given that our job is to use the time between now and then to de-
velop a reliable defense against that contingency, I am very con-
cerned to see that your budget for the ballistic missile defense or-
ganization is now so substantially lower than what was proposed
or fiscal year 1995 by the Bush Administration, which itself was
less than 3 percent of our total budget.

As I understand it, we are now down below $3 billion in total for
the ballistic missile defense organization, am I right?

Mr. HAMRE. Three point three.

Mr. Cox. Three point two five, is that—

Mr. HAMRE, Yes.

Mr. Cox. In any case, that is cutting more than in half the very
tiny amount that was already aallocated in fisca! year 1995,

How vulnerable U.S. and allied forces will be to enemy missile
attacks in places like North Korea? And why is there such a slen-
der commitment to what I think ought to be the centerpiece of a
forward-looking defense strategy?

Secretary PERRY. Well, the ballistic missile defense budget has
decreased overall from just over $4 billion to just over $3 billion.
There has been a major shift in emphasis in the budget, whereas
the bulk of it before was spent on %&D for space-based systems
and for systems that could ultimately defend the continental Unit-
ed States.

We put the major emphasis in this budget, including the FYDP
years, on the development and production of a theater missile de-
fense system, which would be applicable in the case you are talking
about. There is actually more money being spent in that particular
area. We have a robust program moving towards development, pro-
duction and deployment of such a theater missile defense system.

One consequence of that is there is & very small amount of funds
left for the space-based system research or the system that could
defend the continental United States. If we see threats emergin
against the continental United States, then we would need to shift
more funds to protect against that contingency.

Mr. Cox. Am I right that gou plan to allocate only $2 billion for
theater missile defense out of your budget?

Mr. HAMRE. It is about two-thirds.

Mr. Cox. And that is robust?

Secretary PERRY. Compared to what it was, yes. This is the early
staﬁes of a development program.

r. Cox. The Bush Administration had allocated for the same
fiscal year $3.1 biliion for that very purpose.

Secretary PERRY. I don't have that figure to compare it. I know
whatever they had allocated for this fiscal year, the year we inher-
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ited the budget, there was nothing like that. When we came into
office, the theater missile defense program had much less funding
than that. So we have in real terms increased significantly the
amount of money that was being spent on theater missile defense.

Chairman SaBo. Would you supply for the record the answer to
that question?

Secretary PERRY. Yes, I will,

[The information follows:]

Within the FY 1995 President's Budget for the BMDO, the total allocation for FY
1895 Theater Miasile Defense (TMD) activities is $2.042 billion. This represents ap-
proximately 63% of the total BMDO Budget request of $3.254 billicn.

At the time of the FY 1994 BMDO Bu%get under Mr. Bush, in January 1993, the
total allocation for FY 1995 TMD activities was $3.078 billion. This represented ap-
meimat,el  40% of the total BMDO FY 1995 profile that was in place at that time
$7.615 billion). This budgeted amount for TMD represented an increase over FY
1993 of $1.978 billion, a budget growth very difficult to sustain given SDIO's past
record with Congress which averaged cuts of more than $1.2 billion per year.

Within the priorities as established by the Dﬁ%artment, the share of BMDO re-
sources has been increased l;‘v 23% for }‘!‘195 T programs. This comes on top of
increases in both the share of resourres and the absolute dollar values for TMD pro-
grams since FY81, with FY94 bei:f the first year that the TMD programs received
the greater percentage of the total BMDO resources. The attached chart displays
the relstionship of the theater to Ballistic Missile Defense programs back to the
start of the program.

We feel this s the proper distribution of resources to support the overall mission
of BMDO to actively pursue acquisition of Theater Defensive systems while main-
taining a technology readiness program for National Missile Defense.

BALLISTIC MISSILE DEFENSE FUNDING
COMPARED TO THEATER MISSILE DEFENSE FUNDING

BEE Bsiiistic Missile Defenss Funding
4 [T Theater Missile Defsnss Funding

.L 13
o
i

!

TY $ in Billions

FYes FYST FYes FYed -FYed FYel FYe2 FYo3 FYed FY 85

o i

Mr. Cox. I wonder if I might ask for the record, what is included
in your budget for base closure for El Toro Marine Corps Air Sta-
tion to move to Miramar, including not only the MILCON figures
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but also the housing and associated costs. Perhaps also you might
tell me what the Marine Corps estimated and requested.

Thank you, Mr. Chairman.
[The information follows:]

1. The combined Marine Corps budiet reques:t and PresBud One-Time
Irplementation costs £or BRAC II and III are provided below:

BRAC II & IIT ONE-TINE INPLEMENTATION COSTS--

Mirine Corps FRES AUD
BRAS © BRAC
Regueat Progran
{5000} I$0001%
®MILCCN 789,038 487,186
MILITARY FAMILY BOTSING (MFE) 428,550 54,395
{CONSTRUCTIGN AND OPEIRATIONS)
ENVIRONMENTAL 358,127 204,603
(§TUDIES /CONPLIANCE /RESTORATION)
OPERATION & NATNTENANCE 202,901 83,749
MILITARY PERSCNNZL 40,164 €,954
{P2E)
TOTAL 1,828,778 837,127

Chairman SaB0. Mr, Frank?

Mr. FRANK. Thank you.

I come from a religious tradition in which we don’t do well with
converts, so I don't g:a well with converts very often. I would like
to welcome the Republican side as converts,

My recoliection has been when we said we would make a cut be-
cause we were reducing something from the current services budg-
et, they have said that was not a real cut. The red line there is
what they used to call not a real cut when it comes to defense, it
is often the case, a different set of bookkeeping applies, and those
are now real cuts. So [ am glad that they now have accepted cur-
rent services.

I am told their response to some is that CBO made me do it.
When some of.us now talk about cuts in domestic programs, HHS
and HUD, they respond, Those are not real cuts, they will have to
go back and redo their chart, because by their chart, their red line,
they have cuts elsewhere.

I do have a question about inflation. You say on page 8, Mr.
Perry, that inflation was lower when the budget was prepared than
it now looks like. It has been my impression that inflation figures
for the economy as a whole have generally been better recently
than we had expected. Is there a separate inflation predictor for
the Deferise Department?

Secretary PERRY. These are referring to the CBO estimates of
what inflation in the out years will be. It is projected by the CBO.

Mr. FRaNK. But in East years it has been lower than we thought.

Mr. HaMRE. 1 think what the Secretary was referring to is the
baseline—

Mr. FRaNK. Answer that one for me in writing. I regret very
much that we are rushing this way. You guys are coming asking

’
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for }a;x fairly significant change. I would have liked more time to deal
with it.

But I would like to know what those inflation numbers were and
what they now are, especially since, look, we know there have been
problems in the defense industry. I would think in your industry
inflationary pressures ought to be lower than the economy as a
whole, You are facing an industry with excess supply and decreas-
ing demand. So I would think, if anything, the inflation numbers
you face as opposed to other parts of the economy probably ought
to be somewhat lower. Also, in terms of manpower, I wish we had
a tighter labor market than we do.

Secretary PERRY. We don’t make the inflation numbers. We get

them from the Congressional Budget Office.

Mr. FRANK. I understand. I would like to see exactly what they
are. 1 do know inflation has been better recently than we thought.
I would like to know how that figures into your proposals.

The other question I have, though, does deal with the question
of our allies and what they do and don't do. I am told you talked
some about history. The notion that American presence would have
deterred World War I, I think I am somewhat skeptical of, World
War II is different. Lessons, to draw one-to-one lessons like that
from history is not good history and are not good guides to public

policy. The history in Europe today is different than in the 1930,

and it was in the teens.

But I do have this question. When we talk about a two-war strat-
egy, I understand people have said the problem is we don't have
enough troops perhaps to fight the two-war strategy. How much
help are you assuming from our allies in those two wars?

Secretary PERRY. In both of the two-war strategies we locked at,
we assumed substantial help from the allies that were in the
neighborhood of the country,

Mr. FRANK. How come we do it everywhere and they only do it
in the neighborhood? My problem is, when you guys do your budg-
et, words like France, England, the Netherlands, Norway don’t
seem to have much impact.

Why is it we have to go everywhere and they don’t? They have
the same interests we do. But you have confirmed the sense here,
is that the notion'is, we will be everywhere and we will get some
help from the people right on the spot.

Have we some greater interest in worldwide stability than our
major Western European allies, the European Community, this
group of mature and wealthy democracies? Why do we encourage
them to do substantially less than we do on a woridwide basis?

Secretary PERRY. I don't believe we do.

Mr. FRANK. You just said that. It is our job to be everywhere and
they are only going to be in their neighborhoods.

Secretary PERRY. The last time we had an opportunity to face a
major regional contingency we got a lot of assistance.

Mr. FRANK. In terms of manpower, what did the Europeans con-
tribute to the Gulf War?

Secretary PERRY. I will give that answer for the record. It was
substantial.

{The information follows:]

prompergy
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4 combat ships, 2 support ships

18 combat aireraft
50-map medical detachment

Engineer unit

200-man chemical defense unit
150-man medical team

31 combat ship
Staffing for 500-bed hospital

9 combat ships. 1% support ships
40 combat aircraft

120 heiicopters

Armored division, §,360 troops

¢ air defense batteries

9 combat ships. 14 suppert ships
18 combat aircraft

1 sir defense battery

1000-bed hospital fully staffed

2 combat ships. 5 support ships
40-man medical team

10 combat ships, 9 support ships
20 combat aircraft

7 combat ships, 1 support ship
15 combat aircraft
3 air defense batteries

Field hospital, 40-man medical umit

4 combat ships
234-man field hospital

1 bospital ship, 1 rescue craft
Medical team

2 combat ships. 3 support ships
240 staffed hospital beds

364-man £ield bospital
185-man chemical unit

12 ecombat ships. 1 support ship
€ support eircraft

1,500 staffed hospital beds
Forward medical team

360-bed field hospital
500-man medical team

12 combat ships. 12 support ships
1 hospital ship

87 combat aircraft

92 helicopters

Armored divisiom, 15,000 troops
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Mr. FRANK. But that contradicts your plan. You say history is
that we got some help from them. But you are planning as if it
would be us and the people in the neighborhood.

If we had to go to war against North Korea, and that has been
a concern, and the feople who run North Korea in a rational world
wouldn't even be allowed to drive cars. These people would make
anybody nervous. But we have South Korea, which is larger and
has a better economy than North Korea. Besides Japan and South
Korea, who do we antici;:ate would be joining us if we had to fight
a war with North Korea®

Secretary PERRY. In our scenario, and I emphasized this in our
scenario, for a North Korean engagement, the decisive point in the
battle was over in 20 or 25 days, and the only two forces in a posi-
tion—if the South Korean forces that are there plus the %.S.
forces—

Mr. FrRaNK. That is part of the problem. We are hardly the only
people in the world who have an interest in keeping the wholly un-
attractive people who run North Korea from getting their hands on
nuclear weapons. Similarly, in Europe—where is the second war,
in the Middle East?

Secretary PERRY. Yes.

Mr. FRANK. What is the percentage of American troops—what
percentage of Western European troops would we assume would be
J;:)inir?lg us if we had to fight a simultaneous war in the Middle

ast?

Secretary PERRY. That notion or scenario did not pick European
trOLc&pS. It just assumed some number of allied troops.

r. FRANK. But not necessarily Western Europeans?

Secretary PERRY. No.

Mr. FRaNK. That is the problem. By the way, you are encourag-
ing this. I think the most popular book in Western Europe without
guestion are the multi-translations of Tom Sawyer because they
have got us painting their fences and paying them for the privilege
of doing it. It is very much—it is at least more in their interest
than it is ours. That is why I am not persuaded we need to give
you as much money as you are looking for.

Chairman SABO. Mrs. Kennelly?

Mrs. KENNELLY. Thank you.

Secretary Perry, congratulations. Your answer to Mr. Kasich on

the Seawolf has been reported to me and I thank you for that an-
swer. .
Quickly, because I know you must leave, we know our air trans-
port cargo system is old, in fact antiguated, and we have a plane
that the Air Force has supported, and which we need, the C-17.
However, I had hoped the discussion between the Pentagon and
McDonnell Douglas in December might have solved some of the
problems with the C-17 so we could defend this plane in the budg-
et. But I see where a senior analyst in the CBO has said there are
still problems with the program.

Mr. Secretary, are you in the process of once again trying to deal
with these problems so we can get on with the delivery of C-17s?

Secretary PERRY. Yes. The C-17 %ro am is probably the single
highest priority gro am which the Under Secretary of Defense for
Acquisition and Technology addresses his attention. It is a program
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with substantial ﬂrob]ems, and he is working hard with the con-
tractor and with the Air Force to address these problems.

Qur projection on that project is that we will get those resolved
and that we will build at least 40 C-17s. That is contingent on get-
ting the program problems resolved. The best judgment he has
from the technical advisers is that that will be done.

Mrs. KENNELLY. Quickly, sir, when Secretary Aspin was Sec-
retary of Defense, the Connecticut delegation and others wrote to
him concerning Sikorsky Aircraft and our military’s helicopter situ-
ation. The Comanche is so important to our research and develop-
ment, and yet Sikorsky has a real fiscal problem because of the
cancellation of the Seahawk and the reduction of a multi-year pur-
chase of Blackhawk helicopters. If I could ask you to again review
that letter.

Secretary PERRY. The Comanche is the Army’s highest priority,
1 assure you.

Mrs. KENNELLY. I am so glad we are high on the list of the
Armg’s priorities. I will submit my other questions for the record.

[The information follows:]

Question: Do you support the C-17 as the best method in which to serve our airlift
needs? What is the status of steps being taken to ensure that the first forty of these
aircraft are delivered without further difficulty?

Rei?onse: Acquisition of the C-17 is the best method to serve our airlift needs.

DoD is taking several steps to improve the acquisition of the remaining 30 of the
first 40 aircraft being procured. As a result of the Defense Acquisition Board (DAB)
review last year, we will continue the program for a two year interim period at &
production rate of six aireraft ger year until flight tests are successfully completed
and contractor performance is demonstrated. During this “probatio period, the
contractor must demonstrate capability to deliver quality sircraft on cost and sched-
ule. To improve conditions in this period, the DoD and the contractor reached & com-
prehensive settiement of outstanding contract and management issues that had
reached stalemate between the parties, that were poisoning the overall business re-
lationship and hurting execution of the program. With congressional approval of the
settlement, these issues can be put behind the program once angd for all. In addition
to the initistives begun as & result of the DAB, the Air Force and the contractor
have taken specific corrective actions to ensure improved program performance, re-
duced costs, and delivery of quality aircraft on time. An integrated product team
(Air Force and contractor) approach for managing the program has been established
to enhance communication between functional areas that had been & groblem in the
past and also to establish that direct accountability and responsibility for cost,
schedule, and performance of specific sircraft systems resides with the teams An
alreacgy active cost control program is being reemphasized at all ievels to drive unit
cost of the aircraft down; ove;r'EE)OOM of savings (for a 120 aircraft Bg }is being
gr;o;jecwd with mere proposals in work. McDonnell Douglas established & Senior Vice

sident for C-17 reporting directly to the Chairman and Chief Executive Officer
of the corperation to ensure top level management visibility and attention to all
commitments. A replanned flight test schedule was agreed upon that sets & realistic
baseline, and to date, the program has managed to stay ahead of schedule. .
uestion: I am very concerned about the Gecision to eancel or curtail production
of helicopters used by the Army and the Navy. One of the Army’s most important
research and development programs is the Comanche helicapter. However, before
roduction can begin on the Comanche, Sikorsky Aircraft must first avercome a pro-
Suction gep in fiscal years 1997 and 1998 caused by the cancellation of Seahawk
helicopter procurement and the reduction of a multi-year purchase of Blackhawk
helicopters for the Army. There is no question that the Army and Nng have strong
continuing requirements for these helicopters, which are an integral part of the
rapid, mobile forces we will need in the future. I believe any savings achieved by
this reduction has the very rea! potential of harming our long-term production capa-
bilities and our defense industrial base. Late last year, I joined the Connecticut del-
egation and many of my House colleagues in writing to éecreury Mt&f nﬂesnng
a review of this situation. Since your agaearance before the committee, I have re-
ceived a response to our letter from Mr. Frank Kendall, Director of Tactical Warfare
Programs. However, I have questions regarding his response to our concerns about
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this issue. In the fifth paragraph of his letter, he refers to the “cost impact” of the
decision to cancel the CH-53E or H-60 series of helicopters after FY 1994 and UH-
80L after FY 1996.

While I am concerned about the cost impact of this decision, I am more concerned
about the effects of these decisions on the helicopter industrial base capabilities.
More specifically, how will the Department of Defense ensure that the industrial
base capabilities necessary for the procurement of the Comanche will remain in
place in light of Seahawk and Blackhawk decisions?

Response: | believe that there will be a sufficient capability to produce the Co-
manche given the decisions to curtail the Seahawk and the Blackhawk procure-
ments. During the Bottom-Up Review, we determined that the four existing full
service helicopter contractors provide excess capacity and that this segment of the
defense industrial base will have to be rationalized. Consideration is being given to
:ihe cost impact to the Comanche program should the market fail to close the pro-

uction gap.

Question: Can you ensure that this issue will be given careful review? Also, how
do you propose to address the verxy real problem of cutting our deferee budget while
preventing the mggling of our defense industrial base?

Response: We did consider the helicopter industrial base during the Bottom-Up
Review. However, due to the continuing pressure on the Defense budget, the De-
pertment is unable to continue to support the helicopter industrial base at the cur-
rent level. Adjustments to that base will have to occur guided by the combined de-
mends of the commercial and defense helicopter markets.

Question: Do you st&ppon economic adjustment assistance to those workers, com-
munities and firms affected by defense downsizing? Do you support the President’s
stated goal of spending over $20 billion in this area over the next five years? What
new ideas in the area of economic mdjustment for the workers, communities and
firms impacted by defense cuts might you sugﬁest’.’

Response: The Department of Igefense wholeheartedly supports economic acpust-
?ent assistance for workers, communities and firms adversely affected by defense

ownsizing.

We support the President’s stated dgoal of spending over $20 hillion over the next
five years in these efforts. These funds cover our newly expanded programs for indi-
viduals such as personnel transition programs, including eatly retirement, extended
heelth care benefits, and worker reentry and career development assistance.

Also, we have launched a new effort to assist industry in developing dual-use
technologies, in having access to state of the art manufacturing techniques through
expanded technology deployment activities, and by improving the state of the na-
tion's manufacturing education through degree and training programs.

Another category of assistance is that tergeted to communities for planning and
implementing economic adjustment programs in instances of contractor downsizing
olr for reuse and redevelopment of excess DoD langd or facilities in the case of base
closures.

We are especially interested in continuing to get feedback from communities all
over the country as we implement various aspects of the President’s five point plan
to revitalize base closing communities, Plannix;g grants are being made in record
time, transition coordinators have become valued members of the base closing com-
munity, and environmental cleanup is being put on a fast track. We are in the proc-
ess of developing regulations for our new suthority to transfer property for economic
redevelopment.

Since many of the programs mentioned above are relatively new, we need to
measure results and evaluate the effectiveness of these programs in order to deter-
mine what changes or new initiatives are needed.

Chairman SaB0. Mr. Secretary, thank you very much. We look
forward to continuing working with you.

Secretary PERRY. Thank you, Mr. Chairman.

[Whereupon, at 12:32 p.m., the committee was adjourned.]
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Weapons shouldn’t be sold overseas for economic reasons only, Perry says
Defense Secretary William ]. Perry said pesterday thaz howas *firmly opposed” to selling ULS. weapons

overseas simply for economic reasons, smusing that such shex chould be made anly to boost national securiry.

Perry madc the comment before the House Budget Committee whez he was askad about a reportad Air
Force plan wo sell high performance weapons cverseas so it cowd buy newsr versions at no anst to the @xpayers.

Asked i he was in favor of the appraack. which the Wall Sercet Jewrnal anmibured o Gen. Michacl
Carns, Air Force vice chief of staff. Perry replied. 1 would be in fnor of doiag that only where we first made”
a judgment thaz the sale is in the U.5." nadana: interest.

Perry said “the first and dominant 1™ ef whether wo sell arms has oo be nadeaa! securiny needs. “li's
nOT an economic casc,” he remarked.

Oncx a decision is made ro sell weapons he added, there has to be z judgment whether to buy from
industry or tak= the systems out of a serviee’s izvenrory.

Carns wss quoted in the Wall Steer Joomnal story as saying thar the proposal has received a positive
response from Perry, but the secretary’s remarks yestorday indicated this weas not so.

On dus® use systems, Perry said he was “strongly in sapport of conolling” technology which plays
a role in developing weapons. He said he strongly suppora the Missile Technology Control Regime.

He said U.S? manufacturens should not be precdudec from selling dual use prodiacrs, such as radios
amd computers. which are available worldwide.

Perry was asked about the exrent of President (liz—ons commitment to support the fiscal 1995
rational securicy topline of $263.7 billion in bucget authori=x “l have been zssured by hirs tharhe hasastrong
commiment” w the FY 1995 request and will suppart ir, Ferry said.

Asked why the bortom-up review lisced only 40 B-32 bombers, be replied chat che number was 2
piaceholder unsil completion of the Defense Dept. strategic auclear foree study in a few onths. If ivsaows
thie nesd for a lzrger number of bombers, Perry added, he would come bacx to the commitree in time to get
the higher nurzber chacted in the budget resolurion.



